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(1)

ELECTRONIC COMMERCE: THE BENEFITS
AND PITFALLS OF CONDUCTING BUSINESS
OVER THE INTERNET

WEDNESDAY, MAY 26, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,

Washington, DC.
The Committee met, pursuant to call, at 10 a.m., in Room 2361,

Rayburn House Office Building, Hon. Jim Talent (chair of the Com-
mittee) presiding.

Present: Representatives Talent, LoBiondo, Kelly, Pitts, Forbes,
Sweeney, Thune, Velázquez, Pascrell, Christensen, Brady, Moore,
Napolitano, Baird, and Mark Udall.

Chairman TALENT. I will convene the hearing. I am informed
that the ranking member, Ms. Velázquez, is in a markup in the
Banking Committee. So I will go ahead without her and when she
comes, we will suspend the hearing so she can make her opening
statement then if she prefers.

Electronic commerce, commonly referred to as e-commerce, is al-
tering the way we conduct many of our business and personal
transactions.

E-commerce is simply the ability to conduct many of our business
and personal transactions over the Internet. Some of the most fa-
miliar forms of e-commerce are business-to-consumer transactions
where a company sells its product to a consumer over the Internet
in a way that is similar to traditional mail order catalogs.

Some popular examples of this type of e-commerce are Barnes
and Nobles.com, Amazon.com and CDNow.com.

While consumer purchasing is the most popular notion of e-com-
merce, business-to-business sales actually comprise the majority of
e-commerce transactions. This is important because many small
businesses have not yet embraced the notion of e-commerce.

According to eMarketer, less than 2 percent of the 7 million U.S.
small businesses with fewer than 100 employees conduct on-line
transactions. Of the 340,000 U.S. business Web sites, 145,000 sell
products and services on-line. Most of these businesses are big com-
panies. In fact, 40 percent of companies with over 1,000 or more
employees conduct on-line transactions.

These numbers mean that small businesses face the potential of
losing market share to companies that are staying ahead of this
technological wave. Indeed, a recent study by Merrill Lynch shows
that only companies that attain market share on-line will survive.

VerDate 20-MAR-2000 12:30 Apr 17, 2000 Jkt 010199 PO 00000 Frm 00004 Fmt 6633 Sfmt 6633 E:\HEARINGS\60258 pfrm02 PsN: 60258



2

The Merrill Lynch study points to the growth of Internet bank-
ing, brokerages, and publishers as a direct threat to their brick and
mortar counterparts.

The study concluded that, quote, the Internet tends to can-
nibalize retail sales away from store-based retailers, end quote.

E-commerce has attracted many businesses because it has the
ability to make them more efficient. Additionally, many consumers
find that computer-based purchasing is easier and quicker than
fighting traffic and crowds at their local shopping mall. A website
has the ability to turn a local operation into a nationwide or global
operation because the Internet can reach consumers at the far cor-
ners of the Earth.

Another important benefit of e-commerce is its ability to enable
employees to handle multiple tasks, since they do not have to
spend all of their time taking orders over the telephone. Addition-
ally, e-commerce has the potential to eliminate points in the supply
chain and enable manufacturers to offer products directly related
to the consumer, with the aid and expense of traditional distribu-
tion in retail chains.

Finally, the Internet is an easy place for a business to obtain its
customers’ demographics and preferences through simple point and
click inquiries of those who visit its website.

Although e-commerce has the potential to be a powerful force
and change the way companies conduct businesses, there are some
concerns. Many are fearful of transmitting their credit card num-
bers and home addresses over the Internet because of the pervasive
threat of hackers who can bypass supposedly secure networks and
later commit fraudulent transactions.

There are also many complaints about the poor return in ex-
change services offered by on-line retailers when their customers
are not satisfied with their purchases.

The theft of intellectual property over the Internet has also be-
come a pervasive problem. The music industry, to use one high pro-
file example, has had difficulty maintaining control of its product
due to illegal, free downloads that are available on thousands of
electronic bulletin boards.

This is the first time that this Committee is tackling the issue
of e-commerce, and I am sure we will have an interesting discus-
sion about its positive aspects and its drawbacks. We will hear tes-
timony from Daniel Hill, the Assistant Administrator for Tech-
nology of the Small Business Administration; Harris Miller, who is
President of the Information Technology Association of America;
Professor Andrew Whinston, the Director of the Center for Re-
search and Electronic Commerce at the University of Texas at Aus-
tin; Alan Anderson, the Senior Vice President of the American In-
stitute of Certified Public Accountants; and Brian Hanson the
founder of Hanson Brothers Fresh Seafood in Portland, Maine.

The Internet is an exciting and still developing medium for com-
panies to use to conduct businesses. I am looking forward to the
testimony of our witnesses.

[Mr. Talent’s statement may be found in the appendix.]
Chairman TALENT. When Ms. Velázquez comes, I will be happy

to recognize her for any comments that she may wish to make. And
we will go to the witnesses after we have a demonstration of how
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e-commerce operates. So I am going to ask our Committee counsel,
Mr. Andrews, to proceed with a mock electronic-commerce trans-
action.

Mr. ANDREWS. Yes.
Chairman TALENT. We are not actually going to purchase lobster

from Hanson Brothers Fresh Seafood today, but we are going to
show everybody how it would work if we did indeed want to do
that.

I will note that today’s mock transaction is with the business of
one of our witnesses today, Mr. Hanson, who we will hear from
later.

Mr. ANDREWS. Thank you, Mr. Chairman. What we are going to
do is, as you said, go to the website of the Hanson Brother Fresh
Seafood Company. The website is www.SeafoodNow.com. We are
going to operate all the way up until we actually have to put in
a credit card number.

Chairman TALENT. The Committee counsel asked if he could use
my credit card number to make the transaction a reality, and I
said no. So that is as far as we are going to go towards verity here.
but perhaps I will be the Dr. Watson of this whole drama, and on
behalf of everybody here who is computer illiterate, as the chair-
man is, ask the questions that everybody else might be thinking.

The e-commerce, is it usually done over the website or is there
a separate Internet location?

Mr. ANDREWS. Well, once you place your order, most websites
take you to a secure website where the information is encrypted.

Encryption is basically just a way to transform the information
into a complex array of algorithms similar to nuclear launch codes.

Now, what I am going to do is move down the website, to select
an item. and today with your credit card number, sir, we are going
to purchase blue claw crab.

As you can see, the website has a description of blue claw crab.
It is number 251. It is $9.99 per pound with a five-pound minimum
order. And it is a popular item so it is unavailable. So we shall se-
lect another one.

Chairman TALENT. Mr. Baird wants to know how you get the
crab through the telephone wire. It is questions like that that show
why we desperately need this hearing.

Mr. FORBES. It is called virtual reality.
Chairman TALENT. Now, do most of these websites have a list

perhaps of commonly asked questions, I mean, if you have a ques-
tion about the product, can you do that through the Internet?

Mr. ANDREWS. Most good websites will have a FAQ section, a fre-
quently asked questions section, where many basic questions can
be answered right at the website.

Chairman TALENT. Okay.
Mr. ANDREWS. So now what we are going to do is order 10 lobster

dinners for $400.95. Each lobster is approximately one and a half
pounds. We would enter the number we want in quantity box and
just click here to hook this item for your order.

I haven’t put in the credit card yet. So right now we are at a
screen, commonly called the shipping cart screen, which is an elec-
tronic version of what you would have in your regular grocery
store, a shopping cart. Right now, If we look at our shopping cart
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we have Cold Bay’s Downeast Lobster Feed for 10, quantity one,
and the price. So I can either recalculate, check out, or stop shop-
ping, and I want the check our because that is all that I want to
order

On the screen, you have a security alert: You are about to view
pages over a secure connection. Any information you exchange with
this website cannot be viewed by anyone else on the Web.

Chairman TALENT. It is at the point at the end of the order se-
quence that you go to the secure website?

Mr. ANDREWS. Yes, sir, that is correct.
Chairman TALENT. We can ask witnesses today if we want to

about how secure this is or what steps have been taken to make
sure they are secure, what concerns there are in this area, et
cetera?

Mr. ANDREWS. Yes, sir. that will be apart of some of the testi-
mony that we will be given today.

Chairman TALENT. Okay. Do any Committee Members have
questions before we end the demonstration Here?

All right. Thank you, Mr. Andrews. We will go to the witnesses.
If we could have the lights please.
The ranking member has come and I am pleased to recognize her

for her opening statement
Ms. VELA

´
ZQUEZ. Thank you, Mr. Chairman, and thank you for

holding the hearing on e-commerce. This is a very important topic
for our Nation’s small businesses and I look forward to hearing the
witness testimony.

The Internet revolution is rapidly transforming the way the Na-
tion communicates with information and perhaps most importantly
the way it does business. In 1997, Internet commerce accounted for
$1.3 billion in retail sales in the United States, and though this
represents only a small fraction of the total, the number is ex-
pected to increase to $25 billion by the year 2000.

Furthermore, because the Internet allows small businesses to ex-
pand more rapidly, it is now possible for entrepreneur to reach new
customer across the country and around the world with a few
strokes of the keyboard. The low start-up costs of e-commerce also
enables a greater number of people to start a business by removing
many of the traditional barriers, and a further advantage is that
a small business can be open the 24 hours a day, 7 days a week.

As these facts indicate e-commerce offers a great deal of promise
to the future of this Nation’s small businesses and, in all likelihood,
it is only going to grow. Despite all the possibilities of success, how-
ever, e-commerce also carries with it a number of potential pitfalls
for the small business community.

There is a great deal of uncertainty about the issue of taxes. Al-
though there is currently a moratorium on new taxes, many brick
and mortar stores, which chart sales tax, are losing customers. Ad-
ditionally, studies have shown that many consumers are compari-
son shopping at traditional stores and buying over the Internet.

As a result, traditional stores, which pay salespeople and need to
have showrooms, are also losing out. This also ties in with the lack
of intimacy on which many small businesses rely for their cus-
tomers. The growth of e-commerce has provided consumers with
unprecedented information about products and prices. Some enter-
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prises worry that if they lose intimacy with their customers, they
will not longer know their needs, a key element in remaining com-
petitive with larger, more impersonal competitors.

These are obviously issues that need to be addressed if small
businesses are to remain competitive. As such, e-commerce is the
double-edged sword for small businesses. It offers them the chance
to reach out to new customers and provides greater flexibility.

At the same time, however, the loss of interaction with the con-
sumers and lower costs on the Internet represent a substantial
threat that needs to be addressed. I am glad that the Chairman
has called today’s hearing because it is still early enough to study
the potential problems small businesses may face and work to ad-
dress these issues. I remain confident that our Nation’s entre-
preneurs will continue to thrive. They have faced numerous chal-
lenges in the past and one can see from the unprecedented eco-
nomic growth we are experiencing that small businesses have met
those challenges.

Once again, thank you Mr. Chairman, for holding this hearing.
[Ms. Velázquez’ statement may be found in the appendix.]
Chairman TALENT. I thank the gentlelady, as always. We will go

right to the witnesses.
The gentleman from New Jersey has asked about more opening

statements. It is the general practice of the Committee, unless
there is some special interest or history of one of the members with
it, just to go with the opening statements from me and the ranking
member but if you want to put one in the record that would be
fine.

I will tell you what, Mr. Pascrell, your interest and involvement
in the Committee is such that with everybody’s indulgence, go right
ahead. I will recognize you for a few minutes.

Mr. PASCRELL. Thank you, Mr. Chairman.
I will not read my entire statement. I will put it into the record.
I am very concerned, Mr. Chairman, about something you have

spoken about and the ranking member have spoken about, and
that is the issue of taxes and the Web.

I can remember, as a mayor of a city, Mr. Chairman, having to
deal with many trucks that rolled into my fairly large community,
set up base on a street and sold out of the back of the truck fur-
niture, to you name it, and in the city you name it. Those folks who
came up from different parts of the South to sell their wares made
decent products. They not only put at disadvantage those folks
within the community who sold those same products, similar prod-
ucts, but they also, since they were mobile, they also paid no taxes
whatsoever to the community where taxes were called for.

I know we have put a moratorium on this, but as this grows and
as the Internet grows, we need to be very aware and very sensitive,
and I thank you for having this hearing, to what this is going to
mean in terms of local revenues. If this is a way to skirt the issue,
to skirt taxes, as that truck that wheeled into Patterson, New Jer-
sey, so many times, I think this is a lot more serious than we
think. This is happening all across the United States of America.

To me, there is no difference between selling things on the Inter-
net and whelling a truck into town from another state; there is
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none whatsoever. I think we need to understand what’s at stake
here and move accordingly.

I thank you for allowing me to make an opening statement.
Chairman TALENT. Of course. I appreciate the gentleman’s point.

It is a very serious one. Not only is this a potential threat to the
revenue base of municipalities and States but, it introduced a po-
tentially unfair note of competition with the retailers who do have
to collect sales taxes. We have all struggled with this in other con-
texts with catalog sales, and the gentleman mentions another in-
stance, these roving retailers, if you will, and this is one of the
major issues we have to confront with regard to Internet sales.

I don’t think anybody in principle wants to prevent people from
doing e-commerce, but the question is whether, and to what extent,
we should insist upon equality in tax treatment. That is a major
issue that only the Congress can deal with and I appreciate the
gentleman’s opening statement. I am sure he will want to follow up
with questions on that issue.

Our first witness is Mr. Daniel Hill, the Assistant Administrator
for Technology of the U.S. Small Business Administration. Mr. Hill.

STATEMENT OF MR. DANIEL O. HILL, ASSISTANT ADMINIS-
TRATOR FOR TECHNOLOGY, UNITED STATES SMALL BUSI-
NESS ADMINISTRATION

Mr. HILL. Thank you, Mr. Chairman. Good morning, Mr. Chair-
man, and members of the Committee. I will keep my remarks brief
and with your permission ask that my full written statement be in-
corporated into the record.

Chairman TALENT. Without objection, and we appreciate your
brevity. Thank you.

Mr. HILL. Thank you for inviting the U.S. Small Business Ad-
ministration to appear before you to discuss our current activities
in the area of electronic commerce, otherwise known as e-com-
merce. My name is Daniel Hill and I am the Assistant Adminis-
trator for Technology at the SBA.

It is indeed the age of electronic commerce. Twenty-seven million
purchases are now made on the world Wide Web every day. At the
beginning of 1993, there were just 50 sites on the Web and now the
number is estimated to be over one billion. The number of small
firms engaged in electronic commerce is growing rapidly. Global
electronic commerce is expected to grow to more than $300 billion
annually in just a few years.

The percentage of small businesses will access to the Internet
nearly doubled in the past 2 years from under 22 percent in 1996
to over 41 percent in 1998. But there remain significant obstacles
to small business involvement in this new medium. The SBA is
working and committed to help small businesses overcome these
obstacles and take advantage of the many opportunities afforded by
electronic commerce.

What is electronic commerce? Electronic commerce refers to more
than just the buying and selling of goods over the Internet. It is
using the power of computers, the Internet and shared software to
send and receive product specifications, drawings, bids, purchase
orders and invoices, and any other type of data that needs to be
communicated to customers, suppliers or employees.
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Electronic commerce is a new way to conduct business, affecting
not only internal business activities within a firm but also requir-
ing new kinds of coordination with other clients and other institu-
tions.

In most industries, this requires the adoption of new business
models involving new organizational structures and business strat-
egies.

The potential opportunities that electronic commerce and the
Internet afford small business are staggering. The smallest compa-
nies now can have instant access to customers and suppliers world-
wide in ways that only the largest multinational corporations have
had in the past, and, many small businesses are being formed on
the basis of this new-found opportunity.

At the same time, small firms that do not adopt electronic tech-
niques run the risk of losing market share and customers from
missed opportunities. At the SBA, we are working hard to encour-
age small business involvement in electronic commerce both as
users and as developers and innovators of this new technology.

Many small firms do not have access to the Internet and do not
understand the need for it. These firms are in danger of missing
the competitive opportunities made possible by electronic com-
merce. The SBA can and does play an important role in helping
such firms by providing technical assistance, training and informa-
tion.

At the other end of the spectrum of small firms are the new high-
tech start-ups that are formed with advanced computer and infor-
mation technology expertise. Many of these firms are in the busi-
ness of developing and adapting the information, telecommuni-
cations and computer technologies that make electronic commerce
possible. They are at the cutting edge of the Internet and electronic
computer technologies. These firms do not need assistance or train-
ing, but they do need to have a fair legal and regulatory environ-
ment to foster innovation.

The SBA is working hard on the various electronic commerce re-
lated projects, which I have included in my full written testimony.
We will be introducing very shortly an e-commerce course on our
on-line classroom. We are working with other government agencies.
We are working with credit card companies. We are part of the dig-
ital economy working, that is being chaired by the White House.

We have created a number of Internet-based systems, PRO–NET
and ACE–NET, and we are about to unveil TECH–NET. I have at-
tached complete descriptions of those projects in my written testi-
mony.

Our ongoing activities are consistent with President Clinton’s di-
rective on electronic commerce and policy which was issued Novem-
ber 30, 1998. This statement directed the U.S. Department of Com-
merce and the Small Business Administration to develop strategies
to help small businesses overcome barriers to the use of the Inter-
net and electronic commerce.

In response, we are planning a series of activities and working
closely with the Department of Commerce, and other agencies as
well, to implement a broad-based effort to identify specific areas of
need and to provide outreach, extension and technical assistance to
small firms.
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Some of our plans include working in partnership with the pri-
vate sector and other Federal agencies. We have already talked
with the ITAA, whom you will hear from shortly. We are going to
target small, minority and women-owned businesses, educating
them about electronic commerce. We want to develop a framework
for understanding the ways electronic commerce and the Internet
affect small business activities, including marketing, network pro-
duction and innovation. We are also developing improved means of
measuring and analyzing this impact.

We have a tremendous website already on-line. We intend to ex-
pand on that. We want to reach out to every small business to
make them aware of the benefits of Internet and EDI, electronic
data interchange.

Of course, our traditional role is to provide the training, the con-
sultation and, where possible, some technical support services in
concert with our resource partners.

SBA’s FY 2000 budget request to Congress includes $2 million to
help support some of these electronic commerce activities that I
have spoken about. If approved, we propose to use these funds to
carry out the presidential directive and work with private sector
and other Federal agencies engaged in electronic commerce.

Thank you for the opportunity, Mr. Chairman, to discuss SBA’s
activities in the area of electronic commerce. I will be happy to an-
swer any questions that you and the Committee might have. Thank
you.

[Mr. Hill’s statement may be found in the appendix.]
Chairman TALENT. Thank you, Mr. Hill.
Our next witness is Mr. Harris N. Miller, who is the President

of the Information Technology Association of America in Arlington,
Virginia. Mr. Miller.

STATEMENT OF MR. HARRIS N. MILLER, PRESIDENT, INFOR-
MATION TECHNOLOGY ASSOCIATION OF AMERICA, ARLING-
TON, VA

Mr. MILLER. Chairman Talent, thank you for having me back be-
fore the Committee. I appreciate the opportunity. I would like to
have my full statement included in the record.

I also have a request whether counsel is going to serve us some
of that lobster after the hearing as a reward for our appearing here
before your Committee.

Chairman TALENT. If the Information Technology Association
wants to use its credit card.

Mr. MILLER. I will have to check on that. Thank you.
Chairman Talent, I would like to thank you for the opportunity

to appear before your Committee and address the benefits and
challenges, I wouldn’t use the word pitfalls, of electronic commerce
for small businesses. As president of an association which rep-
resents over 11,000 companies in the IT sector, we believe that
electronic commerce provides great opportunities to channel the en-
trepreneurial spirit of every small business person to grow his or
her business and become an even more effective part of the elec-
tronic commerce digital age.
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Today I will outline the dispel six myths which we find in talking
to small businesses and then give you some sense of the benefits
of electronic commerce among small businesses.

Number one, as Mr. Hill pointed out, there is the myth that e-
commerce consists solely of buying and selling on the Internet. In
fact, e-commerce is much more than that. It includes customer
service, sending e-mails, marketing, advertising, transferring funds
between business, doing on-line research. That is all part of e-com-
merce.

So any small business which is saying, how do I get into e-com-
merce, should realize it is more than just the physical transaction
of ordering a book or ordering some lobster or ordering a sweater.

Secondly, many small businesses believe that to be successful in
electronic commerce, all they need is to hook up to the Internet.

Ladies and gentlemen of the Committee, e-commerce success for
a small business is much more than that. Even the smallest firms
with the least complicated business models must plan their strat-
egy carefully and recognize the potential challenges that may await
them.

They need to factor into their entire business model how elec-
tronic commerce can help them. For example, if they don’t hook
into their ordering system, their supply system, their financial
management system, their marketing system, the electronic com-
merce transactions and advertising they are doing, they are not
taking full advantage of it. So we think this is a great opportunity
for small businesses, and using the digital age they can be as effec-
tive and efficient and as productive as even the largest businesses.

A third myth is that people think that electronic commerce
means solely selling products to consumers over the Internet.
While the growth in consumer purchases on-line is certainly grow-
ing dramatically and is the stuff of front page stories in USA
Today, the fact is that by most metrics over 80 percent of electronic
transactions worldwide are business-to-business, not business-to-
consumers.

Another great opportunity, therefore, for small businesses is that
more and more large businesses in the supply chain expect that
their suppliers will be able to conduct business on-line. You hear
the phrase frequently, disintermediation. What that means is
eliminating the middleman, creating new opportunities for small
businesses to sell directly to large businesses.

For example, in the automotive world, the large automotive pro-
ducers which used to only order from a very limited number of
manufacturers and a limited number of small businesses, now be-
cause of the Internet order from hundred and thousands of sup-
pliers, because it is so inexpensive to do business over the Internet.

A fourth myth is that there are no programs to help small and
medium enteprises; this is primarily a big business opportunity.
Well, as Mr. Hill outlined, there are many other oportunities. In
fact, there are many opportunities for small business to learn about
and to take advantage of electronic commerce. Large and small
companies alike are providing technical assistance to small busi-
nesses, sometimes free of charge, sometimes with relatively mini-
mal charges, because they want to get people into the e-business
world.
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The commercial service of the U.S. Department of Commerce has
developed programs to reach out to small and medium enterprises,
particularly to give them more advantages in export opportunities.

Mr. Hill outlined the numerous programs at the Small Business
Administration. Even the Department of Defense has a program
called the electronic commerce resource centers, which advise small
businesses, often for free, on how to do business with the Federal
Government electronically.

Of course, associations such as ours work with small businesses
all the time to give them free advice on using the electronic com-
merce world.

Another myth is that every small business person has to become
a computer geek in order to take advantage of the electronic com-
merce world. That is not true, Mr. Chairman. There are plenty of
very good services out there where a person, as long as he or she
knows his or her business and works with the information tech-
nology community, can easily become part of electronic commerce
without becoming an expert in electronic commerce technology
itself.

The last issue I want to address is that a lot of government inter-
vention is going to be necessary here. On the contrary, we believe
that industry is showing a great deal of leadership and self-regula-
tion such as areas like the On-line Privacy Alliance which are pro-
tecting consumer privacy.

What does this mean in dollar terms? Well, electronic commerce
solutions, to give you one example, can reduce the costs of a trans-
action of buying and selling business to business or business to con-
sumer by over 90 percent; over 90 percent. Obviously, that can go
right to the bottom line of a small business if it can take these
transaction costs out of its sale.

It costs Ford Motor Company, for example, $5,000 to get you a
car, but using the Internet, in its Ford supplier network, it plans
to reduce that distribution support cost to $500 per car.

A survey of 500 large companies with sophisticated networks
found out that 23 percent are using outside firms for installation,
and they are primarily using small and medium enterprises.

Let me last introduce the issue that Mr. Pascrell and the Chair-
man and Ms. Velázquez raised about Internet taxation. The Inter-
net community, the electronic commerce community, is not asking
for different treatment that catalog orders, mail order orders, and
other order that is being done across State lines. All that we are
asking for is there not be special taxes put on the Internet.

If you read the legislation which this Congress passed, with the
support of many of you, and the mandate given to the commission
which Governor James Gilmore of Virginia is now heading, no-
where is it suggested that people ordering over the Internet or sup-
pliers selling over the Internet should be allowed to escape taxes,
but they are being asked to be taxed in the same way as if you or-
dered something over the telephone or ordered something in a writ-
ten form through a mail order catalog. That is what is interesting
to us and that is the challenge that the commission faces.

Thank you for allowing me to testify today, Mr. Chairman.
[Mr. Miller’s statement may be found in the appendix.]
Chairman TALENT. Thank you, Mr. Miller.
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Next, we are honored to have with us Professor Andrew B.
Whinston. Here is a copy of his book, The Economics of Electronic
Commerce, which I presume is available from bookstores or prob-
ably Amazon.com, for those wishing to order that way.

Professor Whinston is the Director of the Center for Research in
Electronic Commerce at the University of Texas at Austin in Aus-
tin, Texas. Professor Whinston.

STATEMENT OF MR. ANDREW B. WHINSTON, DIRECTOR, CEN-
TER FOR RESEARCH IN ELECTRONIC COMMERCE, UNIVER-
SITY OF TEXAS AT AUSTIN, AUSTIN, TX

Mr. WHINSTON. Thank you, Mr. Chairman, for inviting me here.
I will be brief and dispel the myth that all professors are long
winded.

First, I will point out that if you want to buy a copy of my book,
which I recommend, you would get a much better price over the
Internet. And then the question on taxation, if you buy it from
Amazon and most other on-line bookstores you wouldn’t pay any
taxes on it because the would be——

Chairman TALENT. Professor Whinston, Mr. Pascrell was just be-
ginning to calm down and now you have gotten him excited again.

Mr. WHINSTON. Well, unfortunately, I am going to come back to
the taxation issue because I see his point, and we have raised that
point in our book that taxation in a very broad sense is a real chal-
lenge.

Chairman TALENT. All right.
Mr. WHINSTON. There is this idea that you go on the Internet

and you have the whole world as your potential market, and I
think that is, from a practical point of view, a myth. I think there
is also a lot of talk about the Internet being a great equalizer; that
is, the large and small are all equal on the Internet, and I think
that is also a myth.

The companies that we refer to, E-Bay, Amazon, Yahoo, they
were all small businesses at one point, probably for 5 or 6 hours,
until they exploded, and it will be interesting, I think, to look at
why and how these small businesses became almost instant, huge
businesses.

Let met mention some of the points that I think are critical in
this area, which I think are a detriment to small business. One is
the area of trust. Now, 99.99 percent of small businesses, I think,
are very trustworthy but from the consumer’s point of view, now
I am going to talk about consumer to business, there is a recogni-
tion that there are more and more scams being developed on the
Internet. The question then for consumer is should I go with a
large recognized brand name or take a chance and go with a small
business that is unknown to me? I don’t have physical contact with
that business, as you have in the traditional world where I can go
down to the store, see the people in the store, look at them, look
at their eyeballs, see how they appear and develop this sort of per-
son-to-person trust.

On the Internet you have no contact with the people. so there is
a serious problem of trust, a problem of authentication, where indi-
viduals are running scams, can run 50 scams with 50 different
identities, have them close down and start up with 100 new identi-
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ties. So these are things that result from the cryptographic tech-
nology.

There is a question of how you get identified if you are a small
business. We have portals that lead people to a small business but
portals, as money-making businesses, charge for having you listed
and listed at a high level in the portals. So if somebody is search-
ing for a lobster store, you as a lobster company want to get listed
first, you my have to make a deal with the portal. So that is a de-
terrent.

Chairman TALENT. Professor Whinston, just a minute and tell us
what a portal is, please.

Mr. WHINSTON. A portal is something like a mall in the physical
world. So a portal is something where somebody is standing out in
front of a store and everytime you go into the store, you pay them
a dollar. So it is just somebody standing out there collecting a fee
and they are collecting a fee because they are telling you, if you
want to buy shoes or lobsters on-line this is the place to go to. So
they are bringing you to that place.

We think of it as something like the equivalent of a mall. Yahoo,
Excite, Lycos, these are all portals and they have power, especially
for small business. Everybody who is in the Internet world knows
about Amazon and all the other well-known brand names and they
are marked on their browser. When it comes to finding something
that is not a brand name, which may have a better price, the typ-
ical way is you would go to a portal. This is a problem, that portals
are out to make money.

Another point, going back to the taxation issue, and of course as
pointed out it really reflects the way we treat catalog companies,
so Internet companies in some sense is an automation, a higher
performance catalog company. So all catalog companies to survive
would have to go on the Internet and thereby getting that type of
tax treatment. But even from the point of view of small business,
if you are on the Internet, and we have some way of changing the
tax system to make it more uniform, there will be a heavy cost to
small business in dealing with the taxes, in collecting taxes be-
cause they have to maintain information on taxes all over the coun-
try or indeed all over the world.

So the tax thing is really a multifaceted problem for small busi-
ness as against large business, where they are able to handle this
administrative burden more efficiently with the volume.

Let me just briefly mention some issues of open standards. This
gets into the question of the Microsoft issue, the Justice Depart-
ment complaint. Microsoft is obviously a large company, and the
other point of view that is really emerging is to look at Linux. Now
I am mentioning Linux because you hear about it in the news but
Linux is really the way, I think, small business will exist in the
digital version of electronic commerce. That is, Linux is an oper-
ating system which is really a collection of individuals, of small
businesses, who prepare components. So each business has a com-
petency and a certain facet of the operating system field.

Then as a buyer, you are buying a collection of components which
are able to integrate. So the point for small business is that we
have to ensure that as we move to the digital world of small busi-
ness, entertainment, education, digital products, that we have open
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standards. That is, that standards are set by a consortium of
groups involved in that business, including small business. The
government should be very vigilant at ensuring that no one com-
pany gets access to and controls a certain standard and thereby,
in effect, a certain industry. So I think that is an important policy
area.

There will be the growth of electronic money and that will raise
issues of sovereign money versus electronic money. There will be
a growth of cryptography, which will mean a basic problem of col-
lecting taxes because transactions will be encrypted and you won’t
know whether somebody is sending a bill for a couple of million
dollars for products or they are sending New Year’s greetings to
someone.

All the information will be encrypted and only the company will
have the ability to decrypt it.

So finally I would make a pitch, as a professor, for more research
in the area because research benefits small business. Large compa-
nies can, in effect, have Anderson Consulting or other large con-
sulting firms do the work for them. The government should sponsor
more research so we have a better understanding of how business
on the Internet will operate so small business can draw upon that
pool of information to be effective competitors in the Internet
world.

Thank you very much.
[Mr. Whinston’s statement may be found in the appendix.]
Chairman TALENT. Thank you, Professor Whinston.
Our next witness is Mr. Alan Anderson, who is a Senior Vice

President of the American Institute of Certified Public Account-
ants. Mr. Anderson.

STATEMENT OF MR. ALAN ANDERSON, SENIOR VICE PRESI-
DENT, AMERICAN INSTITUTE OF CERTIFIED PUBLIC AC-
COUNTANTS, NEW YORK, NY

Mr. ANDERSON. Mr. Chairman and members of the Committee,
it is an honor to be here today, and I would like to thank you for
allowing the American Institute of Certified Public Accountants to
make a presentation about a highly important and visible issue in
the industry today, e-commerce.

I would request that my testimony which I submitted be made
a part of the permanent record, and I will summarize that testi-
mony right now.

First and foremost, Mr. Chairman, had SeafoodNow.com received
the Web trust seal, you would have felt very comfortable and as-
sured that you could have provided your credit card number over
the Internet and the security of that credit card would have been
maintained and, in fact, you would have received the product in
high quality condition as well as fresh and very edible. I might say
lobster is quite good.

Chairman TALENT. I should make myself clear, Mr. Anderson,
candor requires me to say the reason I didn’t supply my credit card
was not that I was afraid of a lack of security but that I did not
want to pay for the lobster.

Mr. ANDERSON. I fully understand that. Thank you very much.
Chairman TALENT. Please, go ahead.
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Mr. ANDERSON. I am here today representing the 330,000 mem-
bers of the American Institute of Certified Public Accountants, of
which many are either employed in small businesses today or small
CPA firms.

We believe that e-commerce provides a tremendous opportunity
for small businesses today to grow and compete against their larger
brothers and sisters in corporate America. We think that the
WebTrust seal of approval and WebTrust assurance, if you will, is
a vehicle which can provide for that competitive edge and competi-
tive advantage.

Customers entering the World Wide Web or the Internet today
are scared. They are uncertain as to what’s happening. They ask
questions, how do I know who I am conducting a transaction with?
Will I receive what I ordered? Is this a reliable business? Is it a
secure site? Will my privacy be protected and will I get scammed?

All of those questions are questions that every customer that
goes on the Internet asks when they are pursuing and deciding
whether they want to execute a transaction. In fact, 70 to 75 per-
cent of those customers do not execute a transaction for those very
reasons.

What we have done in the profession is to develop a service, CPA
WebTrust, which is really a trust seal, which if you go to the Web,
you see this seal, it provides you certain assurances. It follows the
framework of that of an audit of financial statements. I think ev-
erybody could relate to an audit of financial statements. But what
we do is audit that website for various pieces of information.

One is the business integrity of the company and the business
practices of the company transacting business on the Internet. We
also do an audit of the transaction integrity, that will the integrity
of that transaction be maintained and assured so that that cus-
tomer is protected and that the business is aboveboard, if you will?

It also provides an information protection piece of the equation,
which ensures the consumer’s privacy, which is important both for
the small business owner as well as the customer.

We believe that CPA WebTrust is well positioned to help move
the process forward, to help small businesses succeed in the mar-
ketplace.

It has been said that the Internet is a large company venue to
conduct business. In fact, in Business Week of May 1999, Jeff
Bezos, the CEO of Amazon.com was quoted as saying, I think this
is one of the most misunderstood things about e-commerce. There
aren’t going to be a few winners. There are going to be tens of
thousands of winners. This is a big, huge, complicated space, and
it is going to be as complex, with as much variety and as many
winners as the physical world.

We believe CPA WebTrust is there to help small businesses take
advantage of the opportunities afforded them on the Internet.

CPA WebTrust is a program that is international in scope for
that matter. We have our international societies around the world,
the United Kingdom, Australia, Ireland, Scotland, et cetera, also
providing this service. CPA WebTrust is a program where you get
licensed to provide this service. A CPA firm will then go into a
small business, once they are licensed to provide this service, and
basically audit that website.
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An interesting thing that we found as we have moved this proc-
ess forward in CPA WebTrust is that many of the websites that
have been put up in the rush to get on the Web, many websites
have missed certain basic controls and control structures and proc-
esses which have prevented them from getting the seal.

If we want to enhance and improve the quality of e-commerce on
the Internet, if we want to enhance and improve the business suc-
cess of small businesses, CPA WebTrust, I think, is well positioned
to satisfy that need.

Many people are always asking me, well, what is the cost of CPA
WebTrust? This has got to be expensive because of the tremendous
amount of assurances that CPA WebTrust provides.

Well, the first website that was placed was a company called Re-
source Marketing in Ohio. I know there are some Committee mem-
bers from Ohio. Resource Marketing is a small company that it cost
them $1,400 to get the seal and about $5,000 in CPA fees to do the
work. Within 60 days of the seal being placed on that website, Re-
source Marking maintains that their business grew by 300 percent
and their cost structures went down by a tremendous amount, an
amount to basically reduce their staffing levels or rechannel their
staffing levels to that of one full-time equivalent.

We believe CPA WetTrust is a tremendous vehicle to help posi-
tion small businesses to be successful and compete in today’s grow-
ing e-commerce marketplace.

Thank you very much.
[Mr. Anderson’s statement may be found in the appendix.]
Chairman TALENT. Thank you. Our next witness, Mr. Brian Han-

son, is the founder and owner of Hanson Brothers Fresh Seafood,
in Portland, Maine. Mr. Hanson.

STATEMENT OF MR. BRIAN HANSON, FOUNDER AND OWNER,
HANSON BROS. FRESH SEAFOOD, PORTLAND, ME

Mr. HANSON. Thank you, Mr. Chairman and members of the
Committee, for inviting me. I think I sit alone in a way that I rep-
resent the most basic of Internet businesses. I am a very small
business that got on the Internet, and I am selling directly to con-
sumers. So I am really running the most basic Internet model that
you see on the Internet.

Hanson Brothers Fresh Seafood, it is privately-owned by myself
and my family. We have an extensive history in seafood, whole-
saling, shipping, processing, but this is really our first real venture
on our own into seafood retailing.

Seafood selling is not the easiest business. The industry is frag-
mented. The product is highly perishable and it is competitive be-
cause it is so locally based.

Because of our perishable products, we need to look at as many
channels to distribute our products as possible so when we opened
our retail we saw the Internet as probably the newest channel that
we could use to sell our product in.

We are fishermen. We don’t know very much about the Internet,
although I did have e-mail when I was in college. So I started doing
some research, and I would really like to talk about the nuts and
bolts of Internet retailing because I have gone through the process
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of choosing to go on the Internet and then actually going out and
doing it.

I really noticed three problems that small businesses have when
they enter the Internet, and they touch on a lot of things that the
other witnesses have talked about.

The first problem is a poorly designed website. Unfortunately,
every business out there is scrambling to get on the net, and that
does not necessarily mean that they are making the right decisions
to do so. There is an equal number of Internet providers that will
offer you Web design capabilities. That does not mean that they
can do that well. We see this in any industry. You are approached
by vendors all the time offering services and products, but some
providers are good and some are bad.

Having a good website is inherently critical to being successful
on the Web. You need to have a website that is friendly and attrac-
tive and easy to use. So we needed to address that problem.

The second, and I think probably the most important, is lack of
traffic or exposure. You can build the best website on the Internet
but that doesn’t mean that anybody is going to come to it, and this
is the problem that small businesses really have.

I didn’t have a $40 million budget to advertise during the Super
Bowl to brand my product. Up until recently, I didn’t get a whole
lot of media attention.

There is really two basic methods that people get traffic to their
Internet site. One is a branding campaign using traditional media
and the other is getting on the portals or the search engines. That,
too, requires an expertise that most small businesses do not have.
So we need to address that problem.

The third obstacle that most Internet businesses have to confront
is a lack of functionality. As I said, a lot of small businesses are
jumping on the Web but they have never asked themselves why
they are doing that. They just say, I think the phrase was, you ei-
ther have to play or pay. But unfortunately, few people actually are
conceiving strategies to get on the Internet. Are they selling some-
thing? Are they offering product support? Are they offering infor-
mation about their company? There are a variety of things you can
do. The Internet and e-commerce is not just selling but you have
to say to yourself what am I doing this for? Am I spending money
without a strategy now where later on I will have to tear this all
down and start all over again? The Internet is moving too fast to
make errors like this.

Those three problems are mutually exclusive. All three need to
be addressed, and I did that. Unfortunately, I didn’t have the re-
sources, the skills or the time to do that myself and I was lucky
to be approached by a company, Global Store, which had the search
engine teams that could put me on the search engines, which had
the website teams that could make in effect a website and had the
capital that they were willing to build my website for me.

Now, as a small business, I can honestly say I wouldn’t have
been as successful or maybe even successful at all had I not had
that help. I don’t have the economies of scale to do such things and
I do not have the skills. I am not going out on a limb and saying
most small businesses don’t have the capabilities to truly be suc-
cessful on the Internet without a lot of luck, and when I say small
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business I am going to say businesses such as mine that are doing
a million dollars in sales and are locally based in a small commu-
nity.

To actually create our site took us almost three or four months,
and again we wanted to make sure that our site was effective, it
was functional, it was usable and it was without errors. So I
missed an important holiday season.

I opened up my retail store 8 months ago and I opened up my
Internet commerce about 3 months ago. Now I started with zero
sales on the Internet and right now the Internet is accounting for
25 to 30 percent of my sales. This year alone I will probably do $2
million just on my retail.

Chairman TALENT. I was going to ask you about sales volume.
How much of an Internet volume do you have?

Mr. HANSON. This year we are looking at doing about $600,000.
Chairman TALENT. Thank you.
Mr. HANSON. And that was business that I wouldn’t normally

have.
Now, besides addressing all the problems that I noted, I was also

lucky enough to get in Time Magazine. So I am not going to tell
you that it was all preparedness, and the Good Morning, America
helped, too.

Chairman TALENT. We are all interested in your plan for getting
such press. Several members of the Committee will be talking with
you about it afterwards.

Mr. HANSON. What the Internet has done for me as a small busi-
ness is created a very important sales venue to move a perishable
product. That is probably the most important thing.

My inventory control is probably the single most important thing
to the success of my business. I don’t buy a lot of frozen product,
which is typically the type of seafood sold at larger retail chains
and grocery stores. I sell smaller, more specialized fresh seafood.

The Internet has allowed me to reach an international and na-
tional market. There isn’t a day that goes by that I do not receive
inquiries from out of the country on either brokering wholesale
deals or just shipping out lobsters to other countries.

Thirdly, the Internet has provided me cash flows in slow months.
January, February and March are not great months for any retail
business. The Internet has provided me cash flows to really help
a fledgling business survive and get through the first couple of
years.

Finally, it is a new profit center and it is one that has lower dis-
tribution costs than perhaps anything else. I also take orders via
telephone, but to take telephone orders requires me to place some-
one at a phone and answer and talk to a customer.

Now, the benefits of that are you can actually deal physically
with a customer and talk to them, and I don’t want to under em-
phasize how important that is. But unfortunately, I am a small
business and if I can shift some of those telephone calls over to the
Internet and also get new customers to the Internet, then it is bet-
ter for me. It doesn’t require the staffing.

My effort and costs for developing the website were paid for by
Global Store, and the shipping costs are paid for by the customer.
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So it is very low distribution. It is really opening another retail
store without the start-up costs of one.

Chairman TALENT. Do you think if they called in on the phone,
and you had a good person talking to them, they might buy more?

Mr. HANSON. There is always that possibility. You can always ei-
ther upsale or you can create a relationship with a customer to cre-
ate repeat business, but, you know, during the holidays that phone
could be ringing off the hook all day long and it might take three
people. And I would rather shift those three people to working with
the true core of my business, which is over-the-counter retail sales.

We are firmly aware that competition is coming. I think that I
have been lucky that I started in an Internet business that not a
lot of people have jumped into. The perishable food Internet busi-
ness is, they a few and far between. I think the only other one that
is really, I think, doing any volume at all is probably one we all
know, Omaha Steaks, but they have always had a national brand-
ing and they shifted to the Internet quite easily.

We are expecting a lot of competition so it is very important for
us to establish ourselves first and foremost as oriented towards
customer service, to having a good website and making our cus-
tomers feel as though they can confidently order product through
our website.

I think one of the things we talked about, seals of approval and
all of that, but I know that if I don’t service a customer well they
won’t come back, and ultimately that will be the death of my Inter-
net business. So I have to go out of my way, even though I don’t
have that customer contact like I normally would, I have to go out
of my way to make sure that every point of service is completed
properly.

I have actually—it is probably fair to say that 20 percent of my
business now is repeat customers. Thank You.

[Mr. Hanson’s statement may be found in the appendix.]
Chairman TALENT. Thank you, Mr. Hanson. I am grateful to you

for traveling so far.
I am going to defer my questions because I know, I can tell from

the attendance, that the Committee is interested and I want them
to be able to get to their questions.

In Ms. Velázquez’ absence, I will yield to Mr. Brady.
Mr. BRADY. Thank you, Mr. Chairman.
My concern is more security. I was interviewed by a major TV

station in the City of Philadelphia, and this reporter had said to
me that over the Internet there was an advertisement you can
order drugs. I guess that you may not be able to give me an answer
but maybe you can help me answer her a little bit, or maybe some-
body—I could jog you a little bit and come up with something that
I could say or maybe even respond to.

What was happening was Ritalin, Viagra, Prozac were being or-
dered over the Internet, and they were being advertised as no pre-
scriptions needed. This is a documented thing. It is right on TV,
and it is playing every other day in my city.

What happened was they had one drug, I don’t know the name,
long name, not even approved in the United States of America, but
it was ordered out of Sweden, and she received this.
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The other three drugs, the Prozac, the Ritalin and the Viagra
were ordered out of the State of Florida, and they were ordered
from the city of Florida with a suite number. The suite number
turned out to be a box number. And she received and was delivered
to her, or to the person who was ordering them, these four drugs;
one not even approved in the United States of America yet; and
again, advertised no prescription necessary.

I don’t know whether you can answer my question. I don’t know
if you can give me any insight. We went to the Federal authorities.
Actually, I did because I needed some type of an answer. They are
overwhelmed. They can’t even begin to try to address this problem.

But the two main problems, again, no prescription necessary and
it was ordered by her niece, who was 10 years old. So I have a
problem with that. I have a major problem with ordering over the
Internet, and I understand what you are doing here is CPA ap-
proval, you know, let’s let people, consumers, know that you are in-
terested, you watch and you monitor this, it is a good thing to do,
but I just think we need to look at this real hard.

No disrespect to the business that is now becoming no more. You
have got to go to another Committee, you don’t come to Small Busi-
ness anymore, you are going to be big business, hopefully. We don’t
want to hurt you, but there are some concerns, and this is my con-
cern. I don’t know if any of you can help me with any kind of direc-
tion to this.

Thank you, Mr. Chairman.
Chairman TALENT. Perhaps, Mr. Miller, would you like to take

a crack at that, or Mr. Hill, maybe?
Mr. MILLER. Clearly, Mr. Brady, any kind of global commerce

where people step outside the normal channels of ordering pre-
scription drugs, they can do it through the telephone, they can do
it by traveling outside the country, they can do it through mail
order.

Mr. BRADY. A 10-year-old could do it by traveling outside the
country?

Mr. MILLER. They could do it by telephone. It happens all the
time.

Mr. BRADY. You can order a drug by a telephone?
Mr. MILLER. You can.
Mr. BRADY. With no prescription? A 10-year-old could do that?
Mr. MILLER. Yes, you can. I hate to tell you that, but as long as

that 10-year-old has access to his or her parents’ credit card—now,
one hopes the parents don’t give a 10-year-old access to a credit
card. Obviously, when you are ordering something, sir, at the end
of the day you have to pay for it. People don’t send you drugs or
any other product over the Internet on approval. They require you
to pay in advance.

So I think the real critical question here is how a 10-year-old got
his or her parents’ credit card, because presumably he or she could
have ordered all kinds of things that you wouldn’t want a 10-year-
old to order. So I think at some point or another there has to be
some personal responsibility here, because the same things you just
detailed can be ordered through all kinds of ways if you have a
means of paying for it. That is the critical issue.
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Mr. BRADY. So what you are telling me is that it is okay to order
Prozac?

Mr. MILLER. I don’t think it is okay at all.
Mr. BRADY. It is okay to order Ritalin, it is okay to order Viagra?
Mr. MILLER. Absolutely not.
Mr. BRADY. As long as your parents give you the credit card? You

are 10 years old, and she stumbled on the Internet by using a com-
puter, so that is okay?

Mr. MILLER. Mr. Brady, obviously I am not saying that. I am
saying that——

Mr. BRADY. That is what I heard.
Mr. MILLER. Absolutely not. If you are going to try to stop inter-

national commerce, you have to stop the ability of people who do
not have the age of responsibility to make those kinds of decisions.
You can’t cut off telephone service to those countries. You can’t cut
off Internet services. You can’t cut off mail service to those coun-
tries.

So what I am saying is the problem you are trying to identify is
not unique to the Internet. What I am concerned with is you are
portraying it as if this is somehow unique to the Internet.

Mr. BRADY. I wish you would answer that TV reporter like that
and see what would happen.

Mr. MILLER. I would be glad to. I get those questions all the
time.

Mr. BRADY. I am sure you would be.
Mr. MILLER. Okay.
Mr. BRADY. What I am saying to you is that a kid is on the Inter-

net.
Mr. MILLER. Right.
Mr. BRADY. And they are playing around and they are doing

their computers. They are all taught it in school, and here they
bump into this no prescription necessary.

Mr. MILLER. Right.
Mr. BRADY. And here they bump into a chance to be able to order

drugs that you need a prescription for, which is illegal to do al-
ready.

Mr. MILLER. Right.
Mr. BRADY. And now this person who is receiving this order

doesn’t know who they are receiving an order form, it is a post of-
fice box, and a 10-year-old, what happened, as you all know, she
went to her aunt who is a TV reporter, and she said, look, I will
give you my credit card. Let’s see how far we can get with this.
And that is how far they got with it.

I just think there is something wrong with that. It is a little dif-
ferent from ordering over the telephone.

Mr. MILLER. I am not quite sure what the difference is, sir, with
all due respect.

Chairman TALENT. Does the gentleman have any further ques-
tions?

Mr. BRADY. No, I am finished.
Chairman TALENT. Okay. Mr. Hill, your questions lead me to

think that maybe we should have had somebody from the Depart-
ment of Justice here to talk about these kinds of concerns.
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Mr. Hill, have you, on behalf of the agency, networked at all with
the law enforcement people? Mr. Brady’s comments certainly dis-
turb me, since it seems by saying we are overwhelmed; we are
throwing up our hands and not doing anything about this. I mean,
that is really a source of concern. Do you have anything you want
to add?

Mr. HILL. Well, just very quickly. You know, personally I share
many of the same concerns. I have an 11-year-old daughter who
can operate my personal computer on the Internet in ways that
just amaze me, and every time she get on, about every other time
I go in an remind her, don’t give your name out, don’t use my cred-
it card. I keep working on that over and over again, because there
is a real problem.

In addition to working at the SBA, I engage in what I considered
a small business activity. I fish professionally in bass tournaments.
I do want to assure you I am not leaving the SBA any time soon.
My wife tells me I have bankrupted the firm several times. But I
am currently selling my boat on the Internet, and I am getting in-
quires from literally all over the country, but because they are over
the Internet I don’t know where they are coming from. I don’t know
who they are. I don’t know if they are serious, if they are prank-
sters. We all read not too long ago about the E-Bay sale, that there
was a youngster who got on who was buying cars, and he almost
bought a resort island.

There are a lot of concerns like this.
I think what Professor Whinston said earlier is what the SBA

thinks is very important. We need to do a lot more research. Part
of our emphasis at the SBA begins with focus groups that we hope
to run this summer with the Department of Commerce, where we
need to actually explore all of these issues and understand them.

This is a brand new world. It is moving very fast. Technology is
going a million miles an hour, and we need to catch up and see
where we can be helpful. But there are a lot of concerns like that
that we need to work on.

Mr. MILLER. Mr. Chairman, maybe just two more general points
to Mr. Brady’s specific point. One is the issue of security, and I
think in terms of security on the Internet, most people when they
send their credit cards over the Internet can feel fairly secure be-
cause of what is called the secure socket layer of the security
issues.

There is a second issue, which is authentication, which Professor
Whinston referred to, which is you are who you say you are. To
some extent that may address Mr. Brady’s concern that at least
when you are filling these questionnaires out, if you say 18 years
old, how do they really know you are 18 years old?

Then these is a third question about consumer fraud and scams,
which Professor Whinston also talked about, which the AICPA pro-
gram, BBB On-line, Trustee and other programs, but I don’t agree
with—don’t know who responded to Mr. Brady from the govern-
ment, but I don’t agree that the government isn’t able to deal with
consumer fraud or other opportunities.

I talk to the FTC all the time. They recently had a meeting. They
have another one coming up June 8th and 9th. We talk to the De-
partment of Justice all the time. We talk to state attorneys general.
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Number one, they tell us the numbers of consumer fraud on the
Internet compared to general consumer fraud is still infinitesimal.
People doing fraud still use the old fashioned way, by and large.
But that is not to say it is not important because obviously it re-
flects badly on the industry.

So what we are trying to do is work with organizations like the
AICPA, with BBB On-line, with Trustee, to be able to deal with
that challenge so that there is a general answer. I can’t deal with
every specific problem that comes up because obviously no matter
how good you try to set it up there are always going to be scam
artists that are always going to out scam the system.

The last point I would make is that most of the access to the
Internet providers, AOL being the most prominent but it is also
true with others, are trying to put parental control systems built
into the system. I think that that is important. It is becoming a
market differentiator because they want to know that if I as a par-
ent turn the Internet over to my 11-year-old or 10-year-old, my
kids are now 15 and 17, then I am able to set that setting on the
computer so that they cannot access certain websites that contain
sex, violence; they cannot order any materials unless I explicitly
come on. So those settings are very, very important. I think that
is a market differentiator when parents are out there buying soft-
ware or deciding which Internet access provider to use, and the
Internet providers are advertising that to parents, come and use
our website or use our portal or use our access because we can offer
those protections to try to minimize, I am not going to say elimi-
nate but try to minimize the kind of situations that Mr. Brady was
talking about.

Chairman TALENT. Well, thank you. I appreciate Mr. Brady’s
questions. I think we can expect the market on its own to take
pretty effective steps to protect people against pilfering of their
credit cards because if they don’t, any company that isn’t doing
that is going to lose business. So there is a tremendous incentive,
and Mr. Anderson talked about them.

I expect that the market will respond pretty well on its own to
that, but the issue where the person is not being defrauded, they
are getting what they ordered and the problem is it is a kid order-
ing, I mean, there is much less incentive for the market to respond
to that on its own, and that is an area where I do think the govern-
ment needs to be involved, and I think Mr. Brady made some excel-
lent points.

Bob, if you will let us know who in the DOJ threw up their
hands and said that we are overwhelmed, I would be interested in
knowing that because they ought to be letting us know that.

Mr. BRADY. We followed that up and they went and they found
out that the suite was a post office box; they confiscated it and they
shut that down.

Chairman TALENT. Good.
Mr. BRADY. But the initial person said that, and I didn’t follow

up with that. No question.
Chairman TALENT. Okay.
Mr. BRADY. I didn’t mean to be argumentative with you.
The 10-year-old was probably done—no disrespect to reporters

but you all know how you are—was probably done for effect. I am
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sure that she stumbled on it and let the 10-year-old now actually
do the manipulation of the ordering so it can be effective when she
does her TV show. But the reality of it is that it was done with
no prescription, advertised and no prescription needed. Thanks.

Chairman TALENT. I thank the gentleman. I will recognize Mr.
Forbes.

Mr. FORBES. Thank you, Mr. Chairman. I sincerely appreciate
you conducting this hearing today.

For me, I think this is a tremendously exciting opportunity for
America’s small businesses. Probably no opportunity like it has
ever come before small businesses in the last century, and I think
there are great things ahead.

I respect Mr. Brady’s concerns. I absolutely share them. I would
just make this one note, though, and I think it is in line with what
has been said here by Mr. Miller and others, is there are Federal
agencies who are charged with the responsibility of making sure
that kind of fraud does not happen, and we need to give them the
tools to extend that kind of oversight on the Internet as well.

As was mentioned, telephone solicitation, telephone sales, this is
an area that obviously has gone on for decades and it is a tremen-
dous concern, I think with the ease of the Internet and we are talk-
ing about ease, notwithstanding parental controls that many of the
major search engines are providing, that it is an area that I think
it is rightful that the government take some sensitivity to.

The United States Postal Service, frankly, has jurisdiction there
and it is a violation to order internationally without a prescription.
So there are some violations of law here that exist that our Federal
Government and its various agencies need to be sensitive to, and
to the extent that this Committee can help provide some guidance
on that as we move into this brave new world—we all know over
the last 5 years exponentially the growth here has been phe-
nomenal. My wife, my children, our family, are active users of the
Internet and of this e-commerce. Frankly, we have found it to be
just phenomenal.

If you come from an area like I do in eastern Long Island, which
is largely rural, which is a seasonal economy, this tremendous op-
portunity, as Mr. Hanson has suggested, provides you a market-
place that you would never, ever have access to. It provides for an
expanded local economy, and there are only great upsides, I think,
to the growth of this, understanding that we do have to be mindful.
As my good friend from New Jersey, Mr. Pascrell alluded to, you
do not want to create an atmosphere where frankly those who are
smart enough to get into the Internet world and e-commerce are
somehow advantaged over those who have made investments in a
physical plant, who are paying business fees, who are paying local
taxes. I think that as much as I ran on and believe very much in
a strong tax reduction policy, I think we have got to keep the play-
ing field level and make sure that we don’t advantage a firm like
Amazon.com while we are putting others who sell books who are
not on the Internet to a disadvantage.

So I think there are some areas here we have to deal with.
Let me, if I might, Mr. Anderson, you talked about something

that I found extremely exciting and, frankly, gets to the issue of
trust, as has been raised here, the whole idea of CPA WebTrust.
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Now, are you saying to me that the American Institute of Certified
Public Accountants has the technical expertise to not only certify,
if you will, the financial health of the entities that you go in and
you give the seal of approval to, but you also have the technical ex-
pertise to certify the technological security of these websites?

In other words, for example, you go to Mr. Hanson’s firm and you
basically give him the seal of approval because you have certified
that he has the financial health, he is not some guy working out
of the back of a truck that is leaving town and he takes orders and
never fulfills them, but in fact you have certified that he has a se-
cure website where you can use a credit card, where you don’t have
to worry about whether your credit card has all of a sudden been
copies by a thousand other hackers with access to that website,
who take that credit card and use it for other things?

Mr. ANDERSON. Actually, yes, we do. We have 330,000 members,
and not all 330,000 members have the technical expertise.

We license firms, small firms and large firms, to provide this
service. What happens is, it usually will take a team of people to
certify the website, one with a technical skill set.

One firm that is licensed is a firm out in California and it is a
one-person firm, and this CPA has the full complement of skills to
do the technological piece of the equation, as well as the examina-
tion of the balance of the business principles that the company is
saying are in place. We provide the training. You have to have
training in order to get the license, and so we are building the tech-
nical infrastructure to support this seal program.

Mr. FORBES. I just want to make crystal clear in here, because
much like a consumer might see the good seal—the seal of approval
of Good Housekeeping, or whatever they call it, and it gets con-
sumers frankly to go to some of those businesses, what you are say-
ing to me is when your seal is placed on a business, that the con-
sumer knows that technologically there is no fear that somehow
encryption can be violated; that there is a hacker who can get in
there and steal those credit card numbers that are in the process
of being filed with perhaps a seafood company or Amazon.com or
any other?

Mr. ANDERSON. I would say that there is no fear.
Mr. FORBES. Well, that is I think a great advance, and I appre-

ciate that on the private side that the private sector, frankly, has
moved in this direction because that is really what we need.

I was going to ask Mr. Miller about that a little bit and how his
industry feels about that, but that is probably the single most—and
Mr. Hanson, if you could comment on this in a second, but it is
probably the single most concern about all of us who see a great
opportunity on the Internet, something we want to buy, you go
through the whole process and then it says, click, you know, to
send that credit card number, and I will admit that I am one of
those who has said, you know what, I think I will print this out
and then I will call on the telephone Mr. Hanson and order those
lobsters, just to make sure that my credit card is not going in this
vast netherworld out there for others to take advantage of.

Mr. Hanson, could you just perhaps, and I apologize for the TV
that is separating us here, but could you comment? Do you find
that there are perhaps a majority, or close to a majority of your
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customers, that are going the full menu, seeing what you have to
offer and then picking up the phone, again because they had that
last remaining concern about security?

Mr. HANSON. No, that absolutely happens. I would say probably
10 or 15 percent of our customers will either put their order
through and then call us to make sure it actually was processed,
just to be sure.

Mr. FORBES. Do you have one of these seals of approval that the
CPA Web masters talked about?

Mr. HANSON. Actually, this is the first time I have heard about
it, but it sounds like a great idea. We use VeriSign, which is one
of the industry standards for credit and encryption, ordering
encryption. So we feel comfortable with our security, but obviously
any other approvals, we can get, a some sort of overview, we are
going to look at.

But there are still a lot of customers out there that feel very com-
fortable surfing the Internet and looking at price comparison but
still do not feel comfortable taking that final step of actually send-
ing their credit care number over that. And we probably get 10 to
15 percent of our orders that will look at our website, print some-
thing out and then just call us and place the order that way. And
then that is fine. It is going to take a while for people to feel com-
fortable.

I personally think the technology is there to make transactions
safe. I do a lot of my purchasing on-line, but everybody is different.

Mr. FORBES. Mr. Miller, could you just comment, too, and maybe
clarify for me, because I was not aware of what your industry,
ITAA, does, again, to put build that trust that this is a secure
transaction.

Mr. MILLER. It is absolutely critical. We don’t have our own cer-
tification program because we do believe a lot of other products are
already out there. And clearly, businesses doing business on-line
have come to realize that, number one, privacy is a major concern,
which is why the Georgetown survey, which was released approxi-
mately 2 weeks ago, Mr. Forbes, indicated the number of heavily
traveled websites that now have a posted privacy policy is around
90 percent; whereas, last year it was around 15 or 20 percent.
There has been that dramatic shift because the marketplace is re-
sponding to consumers’ concern about privacy and now they have
a privacy policy posted.

Mr. FORBES. If you would yield just for a second.
Mr. MILLER. Sure.
Mr. FORBES. But don’t we run the risk, if we get into a lot of

multicertification situations or we have upwards of dozens or even
hundreds of different certifications, that the public gets very con-
fused about really what certification is the real certification?

Mr. MILLER. I think that there are not going to be dozens or hun-
dreds. I think you are going to see a relatively small number be-
cause there is going to have some heft behind the branding itself.

Mr. FORBES. Some standards set?
Mr. MILLER. Exactly.
Mr. FORBES. Would your industry set those standards?
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Mr. MILLER. I don’t think we would want to set them. I think we
would want to work with our customers and with organizations like
and AICPA. I don’t think the IT industry itself wants to set them.

Mr. FORBES. Why wouldn’t we want to have basic, basic stand-
ards that the public can say, well, if you are meeting these basic
standards then I know I can feel assured that there is privacy and
security in my transaction?

Mr. MILLER. We do have standards various technologies. For ex-
ample, as Mr. Hanson said, VeriSign is a commercial industry
product which is widely recognized as being secure in terms of pro-
tecting the financial transaction, which is one of the things you are
very concerned about. That is a commercial product. It is not
agreed to by industry. Industry has worked in the credit card area.
You may have heard of the set process where MasterCard and Visa
have been working to set up standards.

It has been widely adopted in Europe, not so widely adopted in
the U.S., but I think the feeling of the industry is this is an indus-
try of constant change. We don’t want to be so pretentious or so
obnoxious as an industry association to claim that we can dictate
those standards.

Let the marketplace evolve. I think you are going to see very
few——

Mr. FORBES. I do appreciate where you are coming from.
Mr. Chairman, I would suggest, as somebody who believes there

should be as minimal government intrusion into this area as pos-
sible. I have already acknowledged that there are some rightful
areas that the government should be involved in, and before the
government actually decides what standards, because I think the
escalating—it is exponentially growing as an opportunity but it is
exponentially growing as a site of fraud and abuse. I think before
the government is forced to set minimum standards I would think
the industry would want to seriously look at setting their own core,
basic standards. Thank you.

Mr. MILLER. I will take that back to my membership, Mr. Forbes.
Thank you.

Mr. FORBES. Thank you, Mr. Chairman.
Chairman TALENT. I thank the gentleman for his interest. We

only have a couple of other members, and I will certainly be happy
to have a second round of questioning if he wants to stick around
and ask some others. I am going to try to clean up on some issues
but I would be happy to have him do it.

Next, Mrs. Napolitano.
Ms. NAPOLITANO. Thank you, Mr. Chair.
A lot of the questions that I would have, having been a small

business women myself and coming from local government, stem
out of the fact that for a long time small businesses faced quite un-
fair competition from catalog sales. Now we have Internet sales.

Understand that in a small community that is using sales rev-
enue for its base budget, that if there are no tax revenues coming
in from the businesses that operate within its boundaries, things
happen. There is just enough money flowing into the coffers for the
local community to do its job for the community itself.

How would you think, because I do not believe that you pay any
local taxes as yet because all of yours is done on the Internet, in
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cyperspace, but how do we in all fairness to business, in all fair-
ness to the communities that you reside in, deal with this issue of
being able to pay into the coffers that small business that are phys-
ically located, do business face-to-face, have to pay to the local cof-
fers? Anybody?

Mr. MILLER. I think the answer is a couple of fold, Mrs.
Napolitano. I think, number one, the amount of growth of the
Internet industry itself, and the way it is driving our economy, as
has been documented by the Department of Commerce and others,
has in itself given for the first time ever consistent Federal budget
tax surpluses. States are now wealthier and have bigger surpluses
than they ever have.

Ms. NAPOLITANO. Do you know what the problem, sir, is? And I
hate to interrupt you. Having served as in the State legislature,
the government takes from the local coffers to balance its budget
and so the community really is crying for those extra dollars.

Mr. MILLER. I haven’t gotten to the local government because I
know that was your specific concern was the local government.

Ms. NAPOLITANO. That still is.
Mr. MILLER. I think at least at the Federal level and even at the

State level, I know many of the governors were concerned about
the Internet Tax Freedom Act passage and its potential negative
impact on those States which have high sales taxes. I think the ar-
guments have been somewhat undercut by the reality that they are
just sitting on these huge budget surpluses.

The local governments, I think, have a couple of different issues
they have to address. Number one, whether in the digital age,
whether their traditional taxation models are going to continue to
work. And I think that is what the Internet Commission that Gov-
ernor Gilmore is heading up is going to have to examine. I wouldn’t
pretend to have an answer to that, but I think that that is one of
the fundamental issues that is going to need to be addressed.

Number two is, there was a very important decision, Sunday,
several years by the Supreme Court, the so-called Quill decision,
which really determined the whole issue of taxation and site of
your business. Whether the Internet came along or the Internet
didn’t come along, it is that Quill decision which allows catalog
firms or other firms which do not have sites in a particular State
or locality not to pay taxes. So I think that is the kind of more fun-
damental baseline issue which the Internet Commission is going to
have to take a look at, whether that Supreme Court decision is un-
derlying it.

Last but not least, the activity, I would contend, and again there
can be disagreement, but our industry would contend that the eco-
nomic activity generated in places like California, Virginia, North
Carolina, Missouri, Pennsylvania, et cetera, this growth of the
economy is generating so much economic activity that it has to be
benefiting those localities, whether you talk about inner cities in
New York, parts of New York, that were very run down a few years
now, now it is called Silicon Alley, I believe; whether you are talk-
ing about inner cities which are now becoming wired and new tech-
nology brought into the schools; Cisco Academy now operating in
1,400 inner city schools across the United States.
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That doesn’t totally answer the specific question of well, what
about my one dollar of taxes I was collecting before, but I think if
you look at it in a larger context we would argue that the benefit
to local government of the general activity of the Information Tech-
nology Age and the general benefit it brings to the community far
outweighs maybe one dollar of taxes that a particular small busi-
ness may not have gotten.

Last but not least, I would contend that if you get more busi-
nesses like Mr. Hanson, I think his example is—while it is exciting,
it is not unique. In fact, there are tens of thousands of businesses
doing this every day. He pays his employees; he pays more taxes
locally on his business; and that generates economic activity. I
think any community would love to have many more Mr. Hansons,
who continues to have a retail operation, as I understand it, locally,
as well as the Internet business. And that can only benefit the
community, and that is the way to look at it, in my mind, in the
digital age.

Ms. NAPOLITANO. Well, the first comment you had, we found out
trickle down economy does not work. I mean, by the time it gets
to the local communities, it just isn’t there.

You are right, I think there are many, many ramifications to
whether the business has an on-site, in addition to the cyberspace
site, whether or not it is going to benefit the community, but I
think the community itself needs to understand that there is an
impact on the community. If it is totally just cyberspace, then
something has to be done to be able to allow the community to ben-
efit from that, if they are headquartered or if their business is lo-
cated within the framework of that community.

There are many other things that I would like to ask. Do I have
time?

Chairman TALENT. I would encourage the gentlelady to ask an-
other question.

Ms. NAPOLITANO. Thank you.
Chairman TALENT. We may actually have a follow-up hearing on

this because you have raised tax issues, and Mr. Miller has done
an excellent job responding, but it might be interesting to have
other witnesses on that and also on the law enforcement issues.

Members are interested in what you are asking about so please
go ahead and ask.

Ms. NAPOLITANO. Thank you very much.
Professor Whinston, it appears you are not really particularly op-

timistic on small business will be able to compete in cyberspace. In
your testimony, Phil Sisenbrand, a name familiar and already im-
portant, will be even more of a factor in driving economic decision-
making. But do you have any suggestions that small business could
follow to ensure their continued ability to compete and be able to
be successful?

Mr. WHINSTON. Yes. As you indicated, what we have seen in the
data, and we are collecting data about Internet activity, is that we
see thousands of small businesses on-line, let’s say, selling books
or CDs, but very few of them do any significant business. The busi-
ness is really concentrated in a few very large companies, and I
think that is going to be a problem for small business.
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So my suggestion, or the suggestions that we have considered, re-
late to this issue of research, meaning that we have a body of
knowledge that small business can draw upon so it can become ef-
fective and in many cases may end up to be leaving the category
of small business to medium or large business. So it may be that
we are entering a world where being small, except if you have a
very special niche market that people need, is not going to be sort
of a viable, long run alternative. You are either small and then you
grow to medium or large to handle all of the technological issues—
even if we figure out a way of doing the taxation, I go back to my
point that the costs of managing the payment of taxes, the recogni-
tion of what taxes should be charged, will become a major cost to
small business as against a larger company that can really amor-
tize that cost over a larger base.

So I see a big challenge for small business in this Internet world.
Ms. NAPOLITANO. Thank you, sir.
Thank you. I will hold for the next round. Thank you.
Chairman TALENT. Would any of the other gentlemen on the

panel like to respond? It was another excellent question. Are the
rest of you as pessimistic about the chances of small business?
Well, let’s jump in there.

Ms. MILLER. Obviously, I disagree with everything Professor
Whinston said after he said ‘‘the.’’

Basically, I believe that the opportunities are incredible, as Con-
gressman Forbes said. I mean, the fact that now virtually anybody
who wants to sell to General Motors can sell to General Motors, for
example, 5 years ago if you were a supplier and you wanted to sell
to General Motors you had to become part of their electronic data
interchange, private network. You had to go through all kinds of
rigmarole and it was not worth it either to General Motors or to
small business manufacturers who manufactured parts to try to go
through that, because they had a very small cluster. The same with
Ford, the same with Daimler Chrysler.

Now because of the Internet and the automotive exchange net-
work, virtually anybody who wants to supply a part, a seat cover,
a bumper or whatever it is you want to manufacture, now has the
opportunity to sell to the largest car manufacturer in the world and
become a regular supplier.

That also means, as Mr. Hanson suggested, if you don’t do a good
job once you get that opportunity, the word gets around the Inter-
net pretty quickly and you are going to lose that contract. But
thousands of manufacturers, mostly small businesses or medium-
sized businesses, who never could have dreamed to selling to Gen-
eral Motors, now can do so.

The same thing with companies like Wal-Mart. Before, it was a
relatively small number of middlemen, middle manufacturers, who
could do business with Wal-Mart, because Wal-Mart had to touch
you and feel you and see you and go through this whole big formal-
ized process and you had to have a big private network.

Wal-Mart now is out there on the Internet. Anybody who pro-
duces goods and services they are looking for, salt and peppers
shakers, skirts, shirts, tennis rackets, whatever it is, you can elec-
tronically deal with Wal-Mart. As long as they know you are a reli-
able supplier, you can suddenly do business with them.
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I think the opportunities are what I focus on; not to minimize the
challenges. Some of the ones that he identified, that Professor
Whinston identified, are true but they are being dealt with in the
marketplace, and they are being dealt with by appropriate govern-
ment laws and regulations. But to sit here and talk about these
problems as some kind of overwhelming obstacle to small busi-
nesses, I think, is just turning the glass not just half full or half
empty, totally upside down.

I think if you have a hearing a year from now, you will have 10
Mr. Hansons here, and 2 years from now you will have 100 Mr.
Hansons here. Now, maybe he doesn’t want to have a hundred
competitors on the Internet selling lobsters, but that is what is so
exciting about the Internet.

One other thing that I don’t think the Committee has heard
about fully is again the power of communications. Yes, Amazon.com
is a great company but Amazon.com didn’t exist 3 years ago or 4
years ago.

I will tell you the other thing about Amazon.com, if they don’t
do a good job, they could be dead tomorrow because if you go to
a restaurant and you get a bad meal, it happens once, maybe you
tell a couple of friends but it is going to be years and years before
the word gets around that that restaurant has kind of gone down-
hill.

You get bad delivery from Amazon.com from a few customers on
the Internet and the word will spread like wildfire, and before you
know it no one will be ordering anything from Amazon.com.

So their emphasis on quality and service and reliability to the
customers has to be paramount, has to be at the top of their agen-
da, because if they can’t have comfortable customers, the Internet
which made them will be the Internet which kills them.

Mr. HILL. If I could just say, you know, I totally agree with Mr.
Miller’s assessment.

We have been focusing on some of the external challenges. We
think there are a lot of internal challenges for small businesses to
transform themselves to meet the challenges offered by electronic
commerce. But one point I would like to leave you with, as you look
at the Internet and you look at studies, we have talked today a
number of times about our daughters. When that generation gets
to be the consumer generation 10 years from now, the barriers that
many people face now won’t be there. The young people of today
are growing up computer literate, and this is the way of the future.
We think the opportunities for small business and the leveling of
the playing field, both domestically and internationally, are just
staggering. That is why we think this is going to be a major issue
at the SBA for the near future.

Chairman TALENT. One more question, and Mrs. Kelly has been
very, very patient. Mr. Hanson, you mentioned in your statement
that you felt like the big players always have an advantage going
in. Do you want to offer an opinion on this?

Mr. HANSON. I have got a lot of opinions on this, actually, if you
will give me just a minute. I agree with what everybody is saying,
to some extent. It is my belief that the ability for a traditional re-
tailer, business-to-customer, as a stand-alone small business to suc-
ceed on the Internet is diminishing rapidly.
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In real practical terms, to succeed on the Internet, the phrase we
use is you have to bring the eyeballs in. It is all about traffic.

The first model of the Internet, and we are shifting that and you
will see it in the valuation of stocks, the first way we valued stocks
was how much traffic. Now we are looking at how much of that can
be converted to business. But the very essence of it is traffic to
your site, and a very small business that gets on the Internet, if
it makes no alliances, has no capital and it doesn’t have the tech-
nical expertise to get on to the search engines, will not get anybody
to their site, except maybe a few local customers, and then they
will just languish on the Internet.

The bigger sites, I mean, we see it, there is not a day that goes
by that I do not hear on the radio or see on the TV a company,
a brand new company, with millions of dollars, creating instant
brand recognition. Go.com is doing right now, and every hour on
TV you can see them. They are a brand new company. Amazon.com
did the same thing.

I can’t to that. So I had to align myself with a larger company
that had the technical expertise and the ability to bring me the
eyeballs, or I wouldn’t have succeeded, either.

The Internet has so many different possibilities and so many dif-
ferent business models, not just business-to-customers. It is also
the exchange of concepts, and there is so much to it. I mean, we
are seeing now webcasting and the ability to transmit audio and
video signal, that there is tremendous opportunity out there, I
wouldn’t disagree with that. But traditional, small business retail-
ers, unless they can get traffic to their sites, won’t be successful at
all.

Chairman TALENT. All right. I will give Professor Whinston an
opportunity to respond later, but right now I want to recognize
Mrs. Kelly, who has been very patient, for any questions she may
want to ask.

Mrs. KELLY. Thank you very much.
The first thing I want to say is I thank you, Mr. Miller, for recog-

nizing Silicon Alley. It is my district. I represent the world head-
quarters of IBM.

When I came to Congress in 1994, we had 30 small high tech
firms and less than four of them were Web focused. Today there
are 113 small firms and, of these, 70 are Web focused. So we are
growing very slowly but it is coming. It is a very exciting process
for me to see that happen.

I wanted to ask Professor Whinston, you were talking in terms
of the taxing issues about the issue of sovereign money. I wonder
if you would be willing to develop that issue a little bit because I
think it is a serious one that could be problematic.

Mr. WHINSTON. Yes. To do business on the Internet now the
model is to use credit cards. As we move towards sort of a more
mature movement in electronic commerce, there will be more and
more interest in having electronic money that is in effect private
money.

So, for example, Microsoft could issue money and that money
would be used to settle transactions anywhere in the world; the
money would, in effect, be international money. It would be tech-
nically a liability of Microsoft, but it would circulate so it could be
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a liability that nobody would ever ask to get redeemed, and it, in
effect, could become a very profitable business; in effect, a more
profitable business than their current software business.

So electronic money is really a digital product. It involves
encryption. It gives you anonymity that you have with cash. So,
again, it raises the specter of the sovereign money being partially
displayed. It raises broad issues on monetary policy.

The Federal Reserve is always very concerned about the growth
in money supply and other issues related to that. If we introduce
this new kind of money, it makes that issue confusing.

The Federal Government makes money on issuing money. It is
a couple of billion dollars in contributions to our Federal budget,
and that could be displaced.

With the electronic money, in effect, you could be doing cash
transactions which are in the millions, which raises questions
again about, as you have indicated, taxation, and that, again,
would be a problem.

So as everybody has indicated here, there are great opportuni-
ties. I run a center at the University of Texas and, of course, I see
tremendous opportunities in electronic commerce but on the other
hand I think we have to understand there are great challenges. In
those challenges, an opportunity mixture, we have to work it out
so that the positive end of this whole revolution is where we are
going and avoid the pitfalls.

I would also mention parenthetically, since I referred to cryptog-
raphy, that it is not, in my judgment, possible to give guarantees
about security. I think the AICPA or other organizations have to
deal with reasonable care, and an indication that while nothing is
absolute that companies have taken the kind of care which reflects
a judgment that will, in most cases, protect security.

But, for example, in our research center, we have gotten de-
stroyed by hackers. Hackers have broken into all the security fea-
tures we have and have destroyed our files, have knocked us out
of business for weeks, because you are dealing in an area where
the people who are hackers are very creative people. They are sort
of like the Dr. Moriarty in the Sherlock Holmes cases, usually very
brilliant people who have a certain personality, I could say, that
they like to exhibit in this way, and this becomes a real problem.

Chairman TALENT. Of course, Dr. Whinston, you are on a college
campus, which makes you a special target probably.

Mr. WHINSTON. I would think just the opposite. I mean, we have,
many people would say, nothing of any particular value. And yet
these people, in fact sometimes they break in and just say, look,
we have broken in and this time we are not going to destroy your
stuff but we just want to let you know that with all your sophisti-
cated protection it is not doing you much good.

Chairman TALENT. I mean that there are a lot of students
around who probably are brilliant.

Mr. WHINSTON. But students can go anywhere on the Internet,
and they could be students from India or Pakistan or China who
just feel like roving the network and finding holes.

Also software companies announce. We had a case where the——
Chairman TALENT. The subject of the Chinese is probably one

you should not have introduced.
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Mr. WHINSTON. Okay. I will withdraw the Chinese mention.
Chairman TALENT. This hearing is not getting into that, I will

tell you that.
Mr. WHINSTON. We saw a posting by Hewlett-Packard that they

discovered a hole in their operating system, and they announced it
at say, 10:00 at night. Maybe one of our people saw it at 6:00 in
the morning, but the hackers had seen it probably at 10:01 and
they were roving the world, finding Hewlett-Packard sites and
breaking in and doing destruction.

So by the time we tried to use the patch that Hewlett-Packard
suggested it was too late. We already were wiped out.

So I think the security issue and the whole issue of cryptography
is a serious challenge that companies, organizations like the
AICPA, will deal with, but we should not let people think that
there is anything absolute in that realm that we can rely upon.

Mrs. KELLY. Thank you very much.
That kind of segues into the question I was going to ask Mr.

Hanson, which was whether or not he feels his site is secure from
hackers. How comfortable are you?

I can’t even see you but I know you are there, Mr. Hanson; if you
would be willing to respond.

Mr. HANSON. Well, we use VeriSign and, again, I don’t—I feel
very confident in that. I suspect that anybody that had an inclina-
tion to break into my seafood site could probably do so. I don’t
know of what benefit it would be; maybe to gain access to credit
cards. But I haven’t——

Mrs. KELLY. That is exactly what I am driving at, that they could
pick up the credit cards.

Mr. HANSON. Well, I would like to flip this around, if I could
have the indulgence of the Committee for a second because we
have talked a lot about protecting consumers and in a lot of macro
sense protecting the country from the Internet. But one of the con-
cerns that I have as a small business owner, and maybe it can be
addressed by other people here, is that people that use credit cards
to order a product from me are not really liable to pay for it be-
cause there is no physical signature, and about 10 percent of my
orders are disputed by customers who feel they just don’t want to
pay.

When they dispute it to their credit card company, the credit
card company just wipes it off and takes the money back from me.
Unless I have a signature from them, from a shipping company,
from exactly the person that ordered it, not their wife, not their
son, not their friend, then there is nothing I can do, except take
them to civil court, which I don’t have the resources to do every
time; especially track people and drag them into my State or drag
them into my country.

This is not a problem that I just have. This is a problem that ev-
erybody has, and that is why the professor here has raised a real
issue about sovereign Internet cash, which we have been talked to
about from a number of different companies that are exploring
that, with some out of the country on-line banks.

It is a concern of ours, and I don’t know what is being done to
address that.
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Chairman TALENT. In your case it is not like you can resell your
merchandise.

Mr. HANSON. Well, it is gone. They will eat it and then they will
just call the company and say I never received it. That is tough.

Mrs. KELLY. Thank you very much. There is one other question
I would like to kind of throw out to the whole panel but specifically
to Mr. Miller, Mr. Whinston and Mr. Anderson, I want to know
what you think, just speaking for yourselves, what you would think
of a Federal law that would require parental interaction on the
Internet with regard to the purchase of products?

Mr. WHINSTON. Well, I could take a shot at it. I think there is
a problem of jurisdiction. The Internet is a worldwide business, and
we could pass laws in the U.S. that would, say, deal with on-line
gambling or pornography.

Mrs. KELLY. I am sorry. I narrowed that, Professor, to the pur-
chase of products.

Mr. WHINSTON. Okay. So what you mean by product is a physical
product that is delivered by Federal Express?

Mrs. KELLY. I mean putting some kind of parental interaction re-
quired by Federal law for a child to order, for instance, as Mr.
Brady was saying, drugs, pornography, even lobsters, on the Inter-
net.

If a 7-year-old child—I have a 5-year-old granddaughter who is
pretty sophisticated. She can do things on the Internet. What if my
5-year-old granddaughter picked up my credit card and ordered
lobsters from Mr. Hanson? That is exactly Mr. Brady’s point.

Perhaps there is a need here for some kind of legal structure for
purchases, and that is what I am asking a question about.

Mr. WHINSTON. I would agree in principle. Again, there is this
jurisdiction issue, which is an unfortunate problem, that compa-
nies, as soon as they see some regulation that they don’t find at-
tractive, they move out of the jurisdiction.

So a company could be selling drugs, and I think this was the—
well, not the Florida case, but the drug company could move to
some place that doesn’t have a strong jurisdictional concern and op-
erate from there.

Mrs. KELLY. But, Professor, if it required a parental interaction,
in other words, a code number for the parent, some way of limiting
the child’s ability, that would translate around the globe. That is
not something that—I mean that is just simply so that we could
control it here, as I see it.

Mr. WHINSTON. Well, I would agree that we ought to consider
such laws, and I think that the question I am trying to look at is
how do we enforce it.

So let’s suppose we have a company that was opening in Florida;
there is a law and they decide to move to Cuba. The person making
the order has no idea where or generally doesn’t know where the
site is located, and they put in an order. If the ISP, the local con-
nector, such as an AOL or PSI or MCI or AT&T is not able itself
to manage that control process, which is a lot of them are not inter-
ested in or not anxious to do because it leaves them open for liabil-
ity issues, it becomes hard to practically enforce the law.

So I am in favor of the things that you are trying to achieve. And
certainly myself as a parent or a grandparent would be very con-
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cerned, but I am trying to look at the practical aspect of how we
enforce laws which because of the Internet’s ability to move these
servers anywhere they feel like and still do business is a practical
enforcement problem.

Chairman TALENT. Is the gentlelady finished?
Mrs. KELLY. Yes, Mr. Chairman.
Chairman TALENT. Okay.
Mrs. KELLY. Thank you.
Chairman TALENT. Next I will recognize a new member of the

Committee and welcome him to the Committee as well, Mr. Udall.
Mr. MARK UDALL. Thank you, Mr. Chairman. I appreciate the

opportunity to serve on the Committee with you and all my col-
leagues.

In my district in Colorado, the Second District, which is the
northern Denver suburbs and the County of Boulder and the City
of Boulder, there are a lot of small businesses and there are a lot
of small businesses involved in electronic commerce and high tech
pursuit. So this is a great opportunity for me. So I appreciate the
welcome.

I had a couple of questions, and I apologize I was late from an-
other Committee, but I hear a lot right now in my district about
tax issues, and the moratorium. I imagine some of you have been
asked the question already, but I would be very interested in the
opinion of a couple of you as to what we eventually do with these
tax issues.

There are a lot of small businesspeople who say to me, we are
going to penalize Main Street in the long run. The businesses who
have a physical location on Main Street provide more than just eco-
nomic activity. They provide some of the strength of the commu-
nity.

Mr. Hill, Mr. Miller, Mr. Whinston, I would be curious, without
nailing you down, what you think some of the long range proposals
on the table are for dealing with these tax issues, particularly as
regards local and regional needs for infrastructure and schools and
so on.

Mr. HILL. Well, as you know, the Internet Commission is looking
at this issue and the administration members are Treasury, Com-
merce, and the U.S. Trade Representative’s Office. From an SBA
or a small business point of view, our concern will be to follow their
debate and to ensure that as they continue down that road that
whatever they enact is fair to all small businesses.

At this point I don’t have an administration position on that.
They are still studying it. I don’t believe the commission has met
yet. I am not confident of that. Someone just handed me a note.
So I think we need to wait and see, but clearly it is going to have
a major impact on small businesses, and we will follow that debate
very closely.

Mr. MILLER. Mr. Udall, the information technology industry’s po-
sition is that for the Internet itself, it doesn’t want double taxation,
and that is really what the Internet Tax Freedom Act says. The
more fundamental question you are raising about companies in a
local area selling only to local people versus companies selling out
of State or out of the region really goes back to the Quill decision
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the Supreme Court reached several years ago about location and
taxation.

That issue is not addressed in the Internet Tax Freedom Act one
way or another, but it may be an issue that emerges in a discus-
sion of the Internet Commission, which will start meeting next
month under Governor Gilmore’s leadership.

We as an industry don’t have a particular position on that one
way or the other. All we are saying is it should be a level playing
field. What you can do in ordering on-line should be no different
than what you can do ordering through the mails or ordering tele-
phonically.

The challenge, however, I was trying to suggest in response to
an earlier question from Mrs. Napolitano, is that it is possible, and
this may even go beyond the scope of this commission, that as we
enter the 21st century and as we get to be a more global and mo-
bile economy, that those economic taxation models built on a local
sales tax model are going to have to be rethought fundamentally.

The Quill decision aside, the Internet aside, the whole idea that
the average financial transaction involves me getting out of my
house, walking down the street, buying something from a merchant
and coming back, is becoming so outmoded, which was really devel-
oped basically in the 19th century, or if you want to go back actu-
ally hundreds of years into the earliest days, it just has to be re-
thought in the 21st century. But I think that is beyond this hear-
ing, as Chairman Talent was suggesting earlier.

Mr. MARK UDALL. I think, was it Gertrude Stein who said, there
is no there there, and I think that is the dynamic that is at play
here.

Where are you when you purchase something on the Internet?
You could say that about Washington, too, I think.

Chairman TALENT. Thank you.
Mr. WHINSTON. I would agree with Mr. Miller, and I would also

follow up on your point that it is not even clear where the trans-
action, which I think is your point, where the transaction is taking
place. Is it at the site, the server, so-called, or is it on your client,
that is, your machine, where the copy is made of the information
and then you are entering it and finally saying I commit to the
transaction?

We are not even clear legally where the transaction takes place.
So I would agree with Mr. Miller that we have to rethink the tax
system as we move towards electronic commerce. Of course, we
could say let’s just get rid of the catalog exemption and everybody
should pay taxes wherever they buy, and that, of course, could take
place but then I earlier raised the point that for a small company,
the administrative costs, if they start dealing on the Internet with
places in different parts of the U.S. and even overseas, keeping
track of all the tax regime, the changes in the taxes and being able
to properly collect it, will become a very big cost.

So to me, the directions you go in, still raises a lot of significant
problems. I think we all go back to the point that maybe we have
to rethink as we move towards the millennium; and with the con-
tinued growth of electronic commerce the way we look at taxes will
have to be rethought.
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Mr. MARK UDALL. Mr. Chairman, I know my time is up but if
I could make one quick comment. I don’t know how it is in other
States but in Colorado our tax collection and tax allocation system
is very Balkanized. There may be a silver lining in this that it pro-
vides us with an opportunity to streamline how we do that.

I hear from a lot of small businesspeople that I am very willing
to make my contribution to the community but, boy, I go to Denver
and it is 7.5 percent, I am in Louisville, it is 7.2, I am in Boulder,
it is 6.8, this is local sales tax, for example, and it is a headache.
The paperwork is an enormous burden for them, so maybe there
is some silver lining in this. I thank you.

Chairman TALENT. I thank the gentleman.
Mr. Sweeney.
Mr. SWEENEY. Thank you, Mr. Chairman. Like my good friend

Mr. Udall, I was at another Committee markup. I do apologize for
coming late and I would ask that I may submit a statement to the
record as well.

Chairman TALENT. Without objection.
[Mr. Sweeney’s statement may be found in the appendix.]
Mr. SWEENEY. To the panelists, and more particularly to Mr.

Hill, Mr. Miller has spoken at length about the great opportunities
that e-commerce is going to present for the future, and Professor
Whinston just spoke of the great challenges as well that are going
to face us.

I know the Department of Commerce has estimated that more
than $70 billion in sales will be generated by 2000, and by 2002
it is around $327 billion.

I would like to try to get a handle on our capacity for the
present. How we are able to determine where we are at this point
and how do we plan for the future? So I would like to ask Mr. Hill
if the SBA has developed or do you have relevant data from this
year to last or this year to some other marked period of time of
how many new business opportunities have been created, how
many more tax dollars have been generated, how many more peo-
ple are paying taxes because it is directly tied to e-commerce?

Do we have any sense of the growth today?
Mr. HILL. In my testimony, I talk about a few statistics that we

have pulled together. The number of small businesses using the
Internet has doubled in the past 2 years, from 22 percent in 1996
to 41 percent in 1998. We estimate that electronic commerce is
going to grow to more than $300 billion annually in just a few
years.

I don’t have a table of statistics with me but I would be happy
to provide that for you for the record, either from our Office of Ad-
vocacy or from other government sites that we have access to.

Mr. SWEENEY. In your testimony, you spoke of the SBA efforts
thus far, developing a framework for understanding the ways e-
commerce work, educating certain demographic groups, including
small businesses. In my district, small business is a predominant
employer and the predominant means of commerce and e-commerce
will offer great opportunities and increasing certifications.

I have a concern about identifying what that market is and how
we can more positively proactively, as a government entity, encour-
age that growth. Could you talk to me a little bit about how the
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SBA, through the Office of Advocacy, is working to pull together
that kind of information; what new jobs are being created and
taxes, and how prepared are you, what do you need?

MR. HILL. Thank you for the opportunity. We are at the begin-
ning of this process, as many people are. The presidential directive
was issued last fall and we are working very closely with the De-
partment of Commerce.

We intend to launch a campaign very similar to the one that we
did on the Y2K outreach. We think it is really critical, and we have
heard today over and over again that we begin that by conducting
focus groups and doing research to try to clearly identify what are
the issues and what are the impacts. Again, electronic commerce
is more than just the buying and selling. It is really the trans-
formation of a small business.

We think from there we need to move into the next phase, which
would be an awareness phase, where we need to mount a national
campaign and leverage our existing resource partners, as well as
our friends in the industry.

We have been in consultation continually with ITAA and other
groups that have pledged their support to us, to help get the word
out about the opportunities. We have heard a lot about the external
issues facing small businesses as they move into e-commerce.

There are a lot of internal issues, in our view, at the SBA, that
also need to be thought through and explained.

Mr. SWEENEY. On that note, I know that in the past the com-
plaint has been, from both he SBA and the small business commu-
nity, that the playing field hasn’t been level in terms of accessing
information on government business and contracts.

Mr. HILL. Right.
Mr. SWEENEY. What have you done in that respect and how are

we using technology to get small businesses out? Do we have some-
thing going now? Is there something planned?

Mr. HILL. Yes, sir, we do. At the SBA, we have enacted a system
called PRO-NET, an Internet-based system that allows small busi-
nesses to go on and hotlink to the websites of government procure-
ment offices as well as identify what goods and services they can
sell.

The beauty of the system is that it was intended to be a tool for
government contract officers to locate small businesses who could
meet their specific mission needs, but it is wide open on the Inter-
net. Small businesses can use it to find other small businesses to
support them.

Large businesses can use it as well. We can look at it, and if we
find that a certain agency may be lacking in their goals for small
business procurement, we will go to the agency and say, have you
used PRO-NET? The age-old, tired excuse that we hear over and
over again, we just can’t find those small businesses. Well, this is
an Internet-based system. I will give you the absolute number but
I believe it is over 180,000 small firms on the PRO-NET site today.

Mr. SWEENEY. That is the kind of hits you had. That is great.
If you could provide that information.

Mr. HILL. I would be happy to.
[The information may be found in the appendix.]
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Mr. SWEENEY. I would appreciate that. And either Mr. Anderson
or Professor Whinston, we have talked about—it is ironic. My col-
league, Mrs. Kelly, spoke of the potential problem with the use of
children using credit cards to purchase goods through the Internet.

I had that experience about 5 weeks ago with my 8-year-old
daughter, who purchased a very nice $125 porcelain Princess Di
statue. It looks very good in her room.

Chairman TALENT. The gentleman may have actually gotten off
easily. Is that all she bought?

Mr. SWEENEY. At this point.
Chairman TALENT. It may be all she ever buys for the rest of her

life.
Mr. SWEENEY. It may be.
I am interested in how we look at the issue of developing a sov-

ereign Internet cash system and what the possible jurisdictional
authorities are, and what they may be. How much work has been
done and what would your recommendations be for us in the House
to begin to look at that issue? Either for Mr. Anderson or Professor
Whinston.

Mr. WHINSTON. So what you are saying is that we, besides the
development of this sort of private industry money or private
money, the government should look at developing an electronic sur-
rogate for the U.S. dollar, $10 and so forth?

Mr. SWEENEY. Not necessarily. But I am asking what are the op-
tions and what are the——

Mr. WHINSTON. Well, that would be an option, to have surrogate
money that the banks would make available that would circulate
electronically. I know the Federal Reserve has a study group, the
Federal Reserve and some of the reserve banks together are study-
ing this whole area of electronic money, whether it is private or
sovereign; what are the legal issues of having private money.

Because again, Microsoft and some other well-known company,
IBM, could start letting its liability circulate and not just call it
money. So you could say the only legal tender in the U.S. is U.S.
money, whether it is in the traditional form or the electronic surro-
gate, but there could be other forms which play that role.

Some people argue that frequent flier miles, which is moving
more towards electronic form, is really a type of money that the
airlines issue.

The concern about private money, and I just mentioned that, is
that it may be over issued; that is, many people argue that fre-
quent flier miles are over issued. It is hard to use it and so there
is an incentive to—you have a good thing going. Why not just ex-
pand it?

So there are concerns about the development of private money.
There is an historic precedent; 150 years ago we had private money
in the U.S., and there were some failures of various types. So I
think it is an area that has to be studied, but there is, I think,
clearly an interest in creating—going beyond credit cards, creating
money that people can use electronically; or the efficiency, the abil-
ity to buy things at very small prices, to buy ball scores, stock mar-
ket quotes, and the desire of the public to have privacy.

Mr. SWEENEY. Will part of the solution exist in how we develop
a tax structure and how we begin to look at the tax issues?
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Mr. WHINSTON. Well, it relates to the tax issue, because to the
extent that you have a cash-oriented economy, as it is recognized,
it makes tax collection more challenging. So as we move towards
electronic money, which is then encrypted and moves around the
network, moves globally around the network, it presents a chal-
lenge for tax collection and also, of course, opens up opportunities
for criminal elements to move huge sums of money around without
any hope of detection.

Mr. SWEENEY. Mr. Chairman, one last question, and I am going
to go back to Mr. Hill on the PRO–NET issue, I am wondering—
you mentioned that you have 800,000 hits and that it is a new
process that is available to both large and small businesses.

Have we asked or required that all government agencies partici-
pate in the posting of those notices?

Mr. HILL. What is posted on PRO–NET is information on indi-
vidual small businesses. It is very similar to a small business reg-
istry.

We have strongly urged and suggested that the procurement offi-
cers in the Federal agencies use PRO–NET to help them attain the
quality contractors and service providers they need to accomplish
their mission needs. So it is not a matter of the government logging
solicitations on PRO–NET. It is a registry of small businesses that
are available to do work.

As a report card, we are paying attention to which agencies are
using it and which are not using it.

Mr. SWEENEY. How many are and how many aren’t?
Mr. HILL. I will get you the actual accurate number. I believe

there are quite a few that are using it, but I will provide that infor-
mation for the record.

Mr. SWEENEY. Thank you.
Ms. NAPOLITANO. I would like to have a copy of that.
Mr. HILL. Yes. We will provide it to the whole Committee.
[The information may be found in the appendix.]
Mr. SWEENEY. Thank you, Mr. Chairman.
Chairman TALENT. I thank the gentleman.
I have some questions. This has been very educational for me.

Let me go on to this question of private money, because I just
asked the staff, well, suppose Mr. Hanson wanted to set up his own
private money, how would he do this? The answer that came back
was that at least as far as we anticipate this now, he couldn’t be-
cause he is not big enough.

Do you want to comment on that, Mr. Hanson?
Mr. HANSON. Yes, because I have actually talked to people about

this.
Chairman TALENT. Yes, go ahead.
Mr. HANSON. We have a local bank that is moving on-line,

Pepperall Trust Company. What they have suggested to us is con-
nect their site to ours; allow people to make deposits through wire
transfer from their own bank accounts and then they would settle
out accounts through purchases at our site.

So, in effect, it is virtual cash or the first step towards it.
Chairman TALENT. Let me take this step-by-step because I do

not get this stuff real fast so I have to take it slowly.
Mr. Miller, did you have a comment?
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Mr. MILLER. That doesn’t strike me as private money. That is
still dealing with a federally licensed and regulated institution.

With all due respect to Professor Whinston, I think this is Espe-
ranto.

Chairman TALENT. Esperanto, is that a kind of coffee?
Mr. MILLER. That is that language that everyone thinks is going

to be the universal language that everybody is going to go to, that
they have been talking about for 50 years. No one in the world
speaks Esperanto, except the three people in the Esperanto Society.
I mean, I think——

Chairman TALENT. Professor Whinston, Mr. Miller has been pro-
vocative with regard to several of your positions, and you are a pro-
fessor and so, please—tell us why this is not Esperanto or why if
it is Esperanto it is still okay.

Mr. WHINSTON. Well, I think Mr. Miller has a good point. Today
we don’t see electronic money. I am trying to look a bit into the
future and ask the question, from a private sector point of view,
is there money to be made; is there a demand for electronic money
versus a credit card?

I think there is a demand. From the point of view of privacy, that
is people are not that happy to use a credit card if they want to
have privacy. The credit card provides others information. The
credit card number provides an identity to where the transaction
is going on. People like to not let everybody potentially know what
they are doing. So there is a privacy issue, and then there will be
an issue of selling things that are in small—the small priced items,
ball scores, stock market quotes.

So I see where companies, as we move towards electronic com-
merce as a more pervasive form of business, will look towards try-
ing to make money by creating electronic money. I mean, it is anal-
ogous to the Traveler’s Checks that companies have found very
profitable over the years.

So it will happen, and we shouldn’t wait until it is suddenly
there and then try to scramble to figure out what we are going to
do, but to anticipate that that will happen.

The Federal Reserve, as I indicated, does have a study committee
and Chairman Greenspan has made public statements about his
view, or the Federal Reserve’s view, on the development of private
money and has indicated that as a free market advocate he sees
that as a possible development to take place.

The seigniorage which the Treasury earns by being in the money
business may be something that will be whittled down over the
years. So I think it is something that we have to anticipate.

Chairman TALENT. Well, let me do what lawyers call a little lay-
ing of foundation here so I understand what it is we are talking
about. We are not talking about a line of credit. That is a familiar
concept. If I was a regular customer with you, Mr. Hanson, I might
decide I am going to send you a certain amount of money to put
in an account and I will draw on that when I purchase from you.
This is beneficial to you because you would have a secured form of
payment. That is something that we can all grasp.

That is not what we are talking about, right; just a line of credit?
Mr. WHINSTON. No.
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Chairman TALENT. We are talking about a situation, if I under-
stand it right, where a big company like Microsoft would say to
you, that there must be a point at which you use the public money
to buy the private money.

Mr. WHINSTON. That is correct.
Chairman TALENT. And probably they would require you to buy

large amounts, although maybe it would get sophisticated so it
wouldn’t.

Mr. WHINSTON. Well, no.
Chairman TALENT. You would buy half million dollars maybe of

Microsoft dollars, except that they would give you more in Micro-
soft dollars than the public dollars that you are offering. So for
$500,000 in United States dollars, you would get $600,000 in
Microsoft dollars; is there some premium that is necessarily in-
volved in this?

Mr. WHINSTON. I wouldn’t think so, especially when you refer to
Microsoft. I think it could be on par; maybe a little better. Again,
we are thinking of international money and if you recognize that
many sovereign currencies outside the U.S. are not all that stable,
you would find an instant demand. For example, in Russia, people
would probably prefer to buy what you could call ‘‘Bills’’ or ‘‘Gates’’
or whatever you want to call it, rather than dealing with the ruble,
and that would be an accepted——

Chairman TALENT. But why would an American consumer who
is just getting an even exchange ever do that, as opposed to just
establishing a line of credit of some kind through a bank or some-
thing with Microsoft? What would be the advantage to you as an
American of trying to trade in Microsoft currency, unless you are
getting some premium in it?

Mr. WHINSTON. Well, again, I think the currency can be config-
ured. For example, Microsoft may sell you currency and they could
sell you $10 worth and you could use it to buy products that Micro-
soft had arranged to give you at a discount. They could work all
sorts of clever——

Chairman TALENT. Premium I can understand, and then if they
gave you some premium is the concern that they might oversell it
so that if a whole bunch of people decided to spend a whole lot of
the Microsoft dollars all at once there might not be enough Micro-
soft inventory?

That would be a nice problem for Microsoft, wouldn’t it?
Mr. WHINSTON. Right. Well, Microsoft would be a hard example

to look at because they are such a well-financed company. It is
hard to conceive of them running into problems.

But various businesses, banks could start selling and there is
then a question which the Federal Reserve is looking at, should
there be reserve requirements for selling electronic money?

Should you somehow have backing in let’s say, for every $5 of
electronic money you have out there, you have some Treasury bills
for a dollar sitting in the bank to understand when is the money
going to be redeemed?

In some cases, people may be using it for years; it is just circu-
lating in the system.

Chairman TALENT. See, what I don’t understand insofar as this
relates to e-commerce, and I know Mr. Forbes wants to ask a ques-
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tion, and I am going to yield to him so he can do it, is the only
reason you do this in e-commerce that you all have identified is se-
curity concerns. One way to avoid a security concern is just set up
some kind of an account, a wire account of some kind, so that you
don’t have to put some generalized credit card in; you just draw
against the account. I have not understood from what anybody has
said here today what the advantage is of doing that in a private
monetary system as opposed to a public system.

You can always just set up a line of credit, if that is what you
want. Why do you have to buy Microsoft or IBM dollars or An-
heuser-Bush dollars to get a credit? They are headquartered in St.
Louis, Missouri, by the way. So you are a regular purchaser of Bud
Light and you decide to do that over the Internet, so why would
you want AB dollars as opposed to American dollars from a secu-
rity standpoint?

Mr. MILLER. What you are talking about, Mr. Chairman, already
does exist. There are companies such as Cybercash where you give
them a certain amount of good old greenback dollars or you use a
credit card or write them a check, but anyhow plain old U.S. Treas-
ury-backed dollars, and then you have electronic money, which to
deal with the issue that Professor Whinston was talking about,
where I want to buy something that only costs a dollar or some-
thing only costs a quarter over the Intenet and the credit card
charge makes it feasible for me and the credit card company and
the merchant to allow me to pay a dollar for something using my
credit card. Just as when you go into a normal retail establish-
ment, they are not going to take a credit card in most cases for
$10. So the whole idea behind Cybercash, which by the way has
not taken off. It is a local company based here in Reston; you can
go visit with them, if you want, to see more about their product.
But the idea was that when you wanted to do real small trans-
actions and they wouldn’t accept a credit card, or for the reason
Professor Whinston was suggesting because the credit card, there
is an easy trail with the credit card, whereas theoretically with the
cash, cybercash is——

Chairman TALENT. Although a hacker could crack into your
cybercash account, too, and deplete it.

Mr. MILLER. It is not only the hacker. It is a privacy issue, that
some people say I want to buy Mr. Hanson’s lobster but I don’t
want to use my Visa card because I am a real private person and
I want them to be able to trace that back to me through the Visa
card or the MasterCard or the American Express card, but if I use
this cypercash that I have bought through the Cybercash Company
with money, that it is harder to trace. It is very easy to trace some-
thing through Visa or MasterCard because the law enforcement of-
ficials or the privacy people who are trying to intrude into my pri-
vacy, they just go to MasterCard or Visa and get that; whereas, if
they go to Cybercash they can find out I got $300 worth of
cybercash.

Chairman TALENT. A money order, in other words?
Mr. MILLER. Right, exactly. But they can’t show that I spent it

at Mr. Hanson’s location as opposed to Amazon.com as opposed to
some other website. So I think that is the privacy issue, it I under-
stand correctly, that Professor Whinston is talking about.
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Chairman TALENT. Okay.
Mr. Forbes, did you have something you wanted to ask?
Mr. FORBES. Thank you, Mr. Chairman. On this whole issue, and

I certainly can see in small denominations why there may be a
need for something like Cybercash but I would suggest that you
know, international commerce and the frequency of international
commerce in today’s world, even absent e-commerce, you know, we
are exchanging currencies all the time and I am a little bit con-
cerned that it might be distracting ourselves from the real issue,
which is providing for the privacy and the security of using credit
cards.

I know that I was reminded that the Banking Committee cer-
tainly has had extensive hearings on this issue, and the Treasury
Department particularly has expressed a concern for its ability to
track fraud and abuse, particularly if we are going to create a
whole another, if you will, unregulated, outside the Federal money
supply, source of funds.

So I hear where you are coming from, Professor, but I guess I
do have some trepidation.

Mr. Miller, if you wouldn’t mind, I hear you on Cybercash, which
I think from a functional point of view low denominations might be
valuable, but I was sensing, and correct me if I am wrong, that you
had some concerns about this sovereign money issue as well.

Mr. MILLER. I just don’t think it is an issue, with all due respect
to Professor Whinston. I understand the Federal reserve is study-
ing it. They need to study something to keep them busy over there,
with the economy going so well.

We have something called international money. It is called a
credit card. Yes, there is going to be competition with the credit
card companies because people are going to try to get their fees
down and as Professor Whinston said correctly, there is money to
be made from being part of this transaction process, but at the end
of the day we have come up with this transaction system. It is
called a credit card.

When I go to France physically, or order something from France
over the Internet, I don’t have to worry about transacting that—
or doing the transaction. I don’t have to worry about converting it
from francs to dollars. The credit card company does all that. They
charge a fee. They charge a fee to me. They charge a fee to the
merchant who sold it to me. That is how the process is working.

Maybe Professor Whinston is right, that there is going to be this
sudden growth to this, or long-term growth to this, but I would be
willing to bet one of Mr. Hanson’s very nice lobster dinners with
Professor Whinston that it is not going to be any time in our life-
times.

Mr. FORBES. Thank you very much.
Chairman TALENT. I understand you have some more, and we

will go back there in a minute.
Let me finish, if I can. Mr. Hanson, what you are saying your

local bank is going to be willing to do is basically act as an inter-
mediary and for some kind of premium guarantee the payments to
you, is that it?
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Mr. HANSON. That is right, but they are also looking at creating
this relationship with hundreds of other websites, too. They are
looking to acquire deposits at their bank.

Chairman TALENT. Yes. I can understand why it would be a use-
ful service for small merchants.

Let me address the relative advantages or disadvantages to
small merchants. I don’t know that I have really heard anything
that wouldn’t be equally applicable to business life outside of e-
commerce. Yes, it is harder for a small merchant to break this way
into the consciousness of the consumer because he doesn’t have the
advertising dollars. Well, that exists outside of e-commerce. Al-
though there may be different ways—for example, those services
that will aggregate and direct customers to small businesses, that
is kind of similar in the e-commerce or the digital world, isn’t it,
to the mall?

In other words, you have an anchor store at a mall and then that
allows people like smaller businesses to get traffic that way? Is
that channeling thing similar in the digital world to a small kind
of concept?

Mr. MILLER. It is, and it isn’t. One difference in the digital world,
Mr. Chairman, from the real world is one of the reasons that malls
have beaten up Main Street. When you talk about another chal-
lenge to small businesses on Main Street it is the mall, is because
of the physical factor. You go in your car, you go to one location,
and there are no costs to you because once you have driven there
you don’t have to get in your car and drive to another place to find
the supporting goods store or drive to another place get to the
candy store, et cetera. The cyber world is frictionless. I mean, you
can go anywhere. One of the reasons the cybermalls, per se, have
failed, and MCI and other companies tried to set up cybermalls, is
because the anchor itself didn’t work.

So instead, what is happening, as Professor Whinston suggested,
is these portals are all trying to figure out what the secret is. AOL,
in that context, is a portal. Any ISP can be a portal. They are all
trying to figure out partnerships, and it is mutually beneficial be-
cause what draws you to Excite or Yahoo or AOL or Microsoft net-
work, whatever those first ones are, is not just the content they
have got on their own page but it is their ability to, in turn, ref-
erence you to, if you are looking for a lobster dinner to Mr. Hanson
or from one of his competitors, or if you are looking for a new car,
a good car site.

So I guess I share Mr. Hanson’s concern that those who arrive
late may be potentially at a disadvantage, but I don’t think the
marketplace is so fixed yet, and I don’t think it is going to be fixed
in the next, I would guess 5 years, maybe that is too long a time
horizon, that it really is that exclusionary.

Let me draw a different analogy, which is the Yellow Pages. The
Yellow Pages is sort of everybody but it is always just located in
the geographical area, Washington, D.C., Northern Virginia, St.
Louis, whatever it may be. The question is, how do you differen-
tiate yourself in there? And the Yellow Pages has kind of figured
it out by title. You are a baker or a candle stick maker or you are
mother goods, whatever your particular store is.
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The way we do that on the net is through the search engines. So
the trick is to find those—get placed—I think Mr. Hanson is ex-
actly right. If you can’t get placed in a search engine, and again
there are dozens of them out there right now, you are clearly going
to be in trouble.

On the other hand, if you can get a decent place on a search en-
gine and if you create the idea that you can buy fresh food, then
Mr. Hanson’s opportunities, or anybody who gets into this market,
are much better than they would ever be in a normal business en-
vironment.

Chairman TALENT. Sure. It works in the other direction, too. The
same disadvantages you may have as a small business outside of
e-commerce exist in e-commerce, but the same advantages you
have as well, flexibility, all the things I think that are moving the
economy generally in the direction of smaller organizations because
you are able to meet consumer demand more flexibility will exist.
Then you are going to have, I would think, some advantages in
terms of economies of scale as well because you can link up so
much more easily.

For example, big businesses have huge distribution chains. You
don’t need that anymore, because you connect up directly. At least
in some industries I would think that would be the case.

Now, is there a danger of these search engines, the number of
them being small enough that they wouldn’t be competitive and
they would acquire too much leverage over the small businesses so
there is one search engine, let’s say, you have to be in, and they
go to Mr. Hanson who doesn’t have enough leverage because he is
not big enough and say, now, you are going to have to pay this
enormous premium? It seems to me what protects small businesses
is if there are enough of them out there to hold the price down of
access. Do you see a possible problem in that area?

Mr. MILLER. Clearly there is a potential problem, but let me give
you a little more data on point. I visited Network Solutions on
Monday out here in Herndon, which is where all the domain names
for dot com and dot org and dot net are. You know how many new
domain names they register each day? This is a new website.
30,000 a day; 30,000 a day go into the database.

I think with that many new Web pages out there, there is always
going to be a chance for a new search engine or a new portal to
come along. I mean, that is what is so exciting about this industry.

Let me go back to your distribution point. I met with a company
three weeks ago. The CEO is 22 years old. This is his third com-
pany. He is distributing music over the net. He is taking on the
largest music companies in the world because he believes that the
new digital generation that Mr. Hill talked about doesn’t want to
be constrained to have to go to the record store and buy a physical
record.

There is a big debate. Some people in the recording industry are
very concerned about that, the same way that the video industry
was very concerned when VCRs first came on-line.

Chairman TALENT. Yes. We are going to have a hearing, I hope,
on this subject, Mr. Miller, with personalities that should be very
attractive for the Committee.

Mr. MILLER. I am sure it will be.

VerDate 20-MAR-2000 12:30 Apr 17, 2000 Jkt 010199 PO 00000 Frm 00049 Fmt 6633 Sfmt 6602 E:\HEARINGS\60258 pfrm02 PsN: 60258



47

Chairman TALENT. I feel like I am sort of announcing the excit-
ing scene from next week’s show.

Mr. MILLER. I will look forward to hearing it. But since I met
with them and they became a member of my association three
weeks ago, two of the largest music companies in the world which
had said previously they were not going to sell music over the Web
because of the concerns about copyright violations, et cetera, have
turned 180 degrees.

I am not saying it is inevitable but it sure smells pretty close to
inevitable. That, number one, I think the small companies are
going to succeed and, number two, they have changed the whole
marketplace almost overnight.

Chairman TALENT. With regard to music, Mr. Miller, then the
question that begins arising and is arising in the minds of a num-
ber of artists, and we are going to explore this, is why do we need
the companies?

Mr. MILLER. That is one of their selling points.
Chairman TALENT. And the companies, if we have this hearing,

will have an opportunity to explain why the artists need the com-
panies. But why not just go directly on-line? There are a lot of
issues there.

Let’s get to the tax issue, which is certainly one that the govern-
ment is going to have to be involved in because it is our function
to regulate interstate commerce and to resolve these kinds of
issues.

Mr. Miller, with the greatest respect to you, and I see the point
you are making about the overall benefits of this being so great as
necessarily to outweigh the detriments to local governments, but
Mrs. Napolitano was right. I was in the state legislature. I rep-
resent a number of municipalities now. This is their tax base that
is at issue here. They are the ones providing the trash pickup and
filling the potholes and doing the day-to-day things that are so ab-
solutely vital, and we will hear from our constituents if those start
going down because we are losing money from e-commerce sales.

So you said something that was interesting to me. You said all
the e-commerce community wants is equality. You want to be treat-
ed the way the catalog companies are. In other words, you are will-
ing to pay a use tax, for example, on a transaction like that. I
mean, is that correct? Elaborate on that a little bit.

Mr. MILLER. What we mean by that, Mr. Chairman, is let’s say
that there were no Quill decision. Let’s assume the Supreme Court
had ruled differently, which means that if you ordered something
by mail or telephone from L.L. Bean you had to automatically pay
the Maine sales tax, or if I live in Virginia I automatically had to
pay the sales tax.

Chairman TALENT. Did the Quill decision say that States can’t
tax catalog sales?

Mr. MILLER. It basically said, as I understand it, and I am not
a legal expert but I think I have it fundamentally right, if a mer-
chant doesn’t have a physical location, does not have a site in the
State where the customer purchases the product——

Chairman TALENT. In the State?
Mr. MILLER. In the State—that basically the customer has to pay

on his or her own the sales tax. In other words, what I am sup-
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posed to be technically, and I guess I shouldn’t confess this. I may
be confessing I am violating some tax law. If I order something
from L.L. Bean and if L.L. Bean doesn’t have a physical location
in Virginia when I order this product, then I don’t have to pay the
sales tax. I am supposed to turn around at the end of the year,
when I pay my Virginia State tax, and voluntarily say, well, I
bought this many products outside the state.

Chairman TALENT. Sure. We all know what that means.
Mr. MILLER. Exactly. Which means that it doesn’t get paid. So

that is what the Quill issue said. It is a basic issue of what is
called nexus.

Chairman TALENT. In fairness, though, Mr. Miller, the Quill deci-
sion, was it a constitutional decision?

Mr. MILLER. Yes.
Chairman TALENT. Okay.
So it wasn’t based on a silent commerce clause type of thing? It

is not something we can do anything about?
Mr. MILLER. You are beyond my pay grade in that area. I think

you need some constitutional scholars to look at that. I am sure
there is some disagreement.

Chairman TALENT. You serve so well as an expert in so many dif-
ferent areas already, Mr. Miller.

Mr. MILLER. Thank you, Mr. Chairman.
But I think that that kind—so I am saying——
Chairman TALENT. Let’s forget about that for just a minute.
Mr. MILLER. So if you said that ordering something on-line were

the same rules and regulations, that is fine. What we objected to
is what was happening in many States, Mr. Chairman, where some
State regulators, and in some cases some State legislators were
saying that an ISP, an Internet Service Provider, whether you are
talking about a large one, a portal like AOL, or whether you are
talking about many of these local ones, not only would they have
to pay their telecommunications taxes that they are normally pay-
ing because they are using telephone lines, in addition they would
have to pay an additional telephone tax.

That is really what this debate was all about. It wasn’t about
whether you pay sales tax. That was already—what we would con-
tend is that was already decided, for better or worse in terms of
the outcome of the local governments, many years ago in the Quill
decision. I think what happened when the bill went through Con-
gress is some of the governors were coming to Congress and saying,
overturn the Quill decision and then we won’t object to what—and
some of the mayors and other localities said, we don’t care about
this Internet Tax Freedom Act.

All we are saying is that is a different issue. If Congress wants
to tackle, if they can legally, I am not sure they can, the Quill deci-
sion, fine, and say that L.L. Bean products whether they are sold
telephonically, through the mail or on-line all require the consumer
to pay a local tax, that is fine.

Chairman TALENT. The Quill decision couldn’t have been a con-
stitutional decision. It is not like a service of process or something.
It had to deal with a commerce clause issue, because if Congress
wished to, provided that you are dealing with a company that does
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business in the United States, which the professor has mentioned
that some of these are international, Congress could authorize this.

Mr. MILLER. Let me get back to you on that. I don’t want to be
definitive on that.

Chairman TALENT. I am not an expert on this either.
Mr. MILLER. But that is the defining decision about on-line cata-

log buying, and that is the same issue that applies here on the
Internet. So again, do we disagree?

Chairman TALENT. Then we have the question of where is it sold.
You would almost have to do it where the product or service is de-
livered, wouldn’t you? Because the server is in one place and the
business is in another. Mr. Hanson could use servers in places
other than where he is at. So you would almost have to do it in
the jurisdiction where it was delivered, right?

Mr. MILLER. That is right.
Chairman TALENT. Heck, you could order it on a laptop in an air-

plane. Not even delivery. You probably have to do it where the per-
son ordering the service was domiciled, I would imagine.

Mr. MILLER. That is the challenge that they were trying to face,
because obviously we have been talking mostly about sweaters and
lobsters.

Chairman TALENT. Right.
Mr. MILLER. But, as you know, a lot of this is going to be digital.

They are going to download a piece of software which is never
going to be physically in a physical form, or you may be getting
some technical advice. Let’s say you get some advice from your ac-
countant online, and then the accountant bills you for that. I mean,
all kinds of questions about that. So even though it is relatively
easy when you are talking about a Federal Express truck or a UPS
truck dropping something off, Mr. Sweeney’s doll that his daughter
ordered, it gets much more complicated when you are talking about
servers being in different locations, as Professor Whinston said, or
services as opposed to hard goods.

Chairman TALENT. Professor, I understand that figuring out
what tax you are to charge is difficult, and that is difficult in cata-
log sales today. But why couldn’t we take advantage of the Internet
to solve this problem? In other words, if Congress said to the States
and the localities, if you want to charge your tax here is this cer-
tified kind of program about taxing schedules around the country.
All right? You better make sure that you have entered your tax on
this schedule so that when the business person has to figure out
what they are going to pay in tax, they click on and they can do
this very easily. If you are not on here, they are not liable. What
is on there, by the way, better reflect what you are really taxing,
because there will be penalties if you try and kick the tax up by
saying it was bigger than it was. There are municipalities that
might do that.

Couldn’t we solve this through some kind of Internet?
Mr. WHINSTON. Yes, I think except for this jurisdictional issue

where somebody just moves the server outside of the U.S. and then
it is up to the Customs people to deal with it, but I agree with you
and I think that is actually an interesting opportunity for a small
business to go in to that whole area of saying to lots of companies,
I am going to focus on the tax issue. So every time you have a cus-
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tomer, when you need to compute the tax you jump to my server
and I will provide that information and sell it to you on a per
transaction basis or have a fee, a monthly or yearly fee. It would
be specialized business where somebody would just focus on the
whole question of taxation and keeping track of when things
change and updating it and certifying it.

I think that could work, except of course for any jurisdictional
problem.

Chairman TALENT. What we might have to do, though, is if this
is going to be a legal consequence, if the business is going to be
able to have as an absolute shield against further liability, and be
able to say, look, we accessed and charged what was on this sched-
ule, it probably would have to be some kind of standardized pro-
gram, possibly federally supervised. You could outsource the work
in doing this, but you would have to have some kind of government
imprimatur to it to make that work. I think we could solve that
problem.

I have just been informed by staff that he is leaving me to set
up that business, so thank you very much, Professor Whinston.

Mr. MILLER. Mr. Chairman, could I suggest one other part of
that, too?

Chairman TALENT. Sure.
Mr. MILLER. Which is, you could also do something close to what

the AICPA is doing, again built this into the transaction, in terms
of the quality of the merchant. I mean, in addition to the separate
seal process, which the AICPA has set up through their CPA trust,
you could, for example, have automatically built into the trans-
action a D&B. You know, a lot of times when you are doing busi-
ness with a merchant for the first time, you do a Dunn & Brad-
street, or you go to some other independent rating organization and
you get a rating back to make sure they are legitimate and pay
their bills on time, et cetera, et cetera.

That can also be done, built into the electronic transaction. I
know Dunn & Bradstreet is thinking about it, and other companies
are thinking about it. So a lot of these things are very difficult for
small businesses if they had to be done in a physical world, be-
cause they would require a lot of additional staff resources, done
electronically for a relatively minimal fee could be built right into
the transaction.

So if a small business person is ordering from a new supplier for
the first time and says, I am concerned, is this a legitimate sup-
plier, I want an independent verification of that, that could literally
be built into the transaction, where the small business person
would pay some kind of automatic fee when getting that informa-
tion and it would come flashing up red, saying don’t order from this
merchant; they have got a bad credit rating or they got a bad
record of delivery.

So that could even go beyond the general kind of rating system
that the CPA WebTrust has built up, which I think is excellent, to
much more specific if the merchants wanted to pay for it.

Mr. ANDERSON. Mr. Chairman, actually we are working on the
business-to-business end of that to do that exact piece. CPA
WebTrust right now is business-to-consumer, but we are well
aware of the business-to-business piece of the equation to
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legitimatize those types of transactions so you know who you are
dealing with and that you can be assured that you are entering
into a secure transaction and that you are going to get and get paid
for what you are buying.

Chairman TALENT. Focused on residence or domicile, you have to
figure that out, too, because people, at least outside of the movie
the Matrix, don’t exist in cyberspace. They live some place.

Mr. FORBES. Most of them.
Chairman TALENT. I mean, they occupy space. This is matter we

are talking about here. So you could tie it into that. It is not com-
pletely clean. But you know then, if you did that, forget about your
privacy being protected by having some kind of separate money be-
cause every transaction that is taxed has to go to where you live,
with everything else that you could access through that.

I don’t want to think out loud when you all have important
things to do.

I think I am basically done, but Mr. Forbes has some more ques-
tions and I would recognize him.

Mr. FORBES. I will be very quick, Mr. Chairman, because our
panel has been very patient.

I do appreciate your presence here today. I have found this to be
perhaps one of the most productive and informative hearings that
I have been to in a long time. First of all, let me thank the AICPA
and the ITAA, both of you, for the leadership that your trade asso-
ciations, frankly, are bringing to this question. I mean that sin-
cerely, because I am a great, great believer in what is taking place
in the world of e-commerce.

I have two quick questions. The first one to Mr. Hill, if you
would, sir. My sister-in-law owns a novelty business,, a very small
business in Patchogue, Long Island, and she determines that it is
to her advantage and the growth of her business to get into e-com-
merce. So she picks up the phone and calls the Office of Technology
at the Small Business Administration and says, how do I do it?
What do you folks do with that question?

Mr. HILL. At the SBA, we are developing our campaign now but
currently what we would say is, as Mr. Hanson has said, we would
start out by congratulating her. She is seeing the future. This is
an important thing. We would reaffirm to her that this is some-
thing that she should be doing.

I think Mr. Hanson’s testimony earlier was right on the mark.
We had a long discussion about search engines and portals, but if
you are a small business like your sister-in-law, the very first thing
you have to do is get your own website. It has to be a good one,
because you can have 12 search engines listing your commodities,
goods or services, but if it is not done with a certain degree of ex-
pertise then you won’t ever show up on a search, no matter how
many times people look.

Mr. FORBES. Mr. Hill, does the SBA have the ability right now
to tell her how to do that? It is a really easy yes or no.

Mr. HILL. The answer is no, but we are developing it and we in-
tend to do that.

Mr. FORBES. I appreciate that. I have to say, as somebody who
has great affection for the Small Business Administration, I think
you folks have missed the boat completely. I don’t think it took a
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presidential directive to understand that this is the most aggres-
sive, fastest growing area for small businesses and the Small Busi-
ness Administration is really absent on this whole question.

I mean that in the most respect to you, Mr. Hill, but I think you
need to go back to the agency and you need to sit down with those
folks and you need to kind of sit down and figure out how this
agency, which is charged with helping small businesses, can do a
better job of helping educate and inform the small businesses
across this country who want to get into this business, and I would
hope that your involvement in the hearing today would suggest to
you as well that this is a great void at the SBA.

SBA is doing some great things in cutting edge assistance to
women-owned businesses and minority-owned businesses but I
think that we have literally missed the boat on this thing, and it
is not like we didn’t see it coming. So I would just encourage you,
Mr. Hill, to go back and send a wake-up call. It takes more than
just a presidential edict to suggest that we need to do something
in this area, and I thank you for being here today.

My final question, if I might, for either Mr. Miller or also Mr.
Hanson, one of the areas that is of, I think, great confusion to those
who are engaging in commerce on the Internet is the whole idea
of advertising and the preponderance of spam and just what that
is doing to run interference on qualified businesses, wonderful op-
portunities like Mr. Hanson’s, people who don’t have the oppor-
tunity to be on Good Morning, America or some national media
outlet, how do they get their word out in the wake of what I think
is one of probably the growing problems on how you get legitimate
advertising on the Web versus, you know, all of this stuff that is
being bombarded to people when they go on-line and they have got
435 unsolicited messages?

Mr. MILLER. Well, I think Chairman Talent hit it on the head a
few minutes ago. In a sense, the challenge is no different in the
cyber world in terms of advertising than it is in the analogue
world, which is how do you differentiate yourself from everybody
else.

It goes back to the point that Mr. Hanson made. Number one,
it is the quality of your website. Number two, it is hooking up with
the right search engines and making sure you are listed on all the
right search engines.

Number three, it is looking for partnership opportunities. I can’t
speak specifically to Mr. Hanson’s situation, but I can talk about
a small golf shop that I know of that teamed up with a travel agen-
cy that promoted trips, on the theory that if they cross marketed
across those websites, the travel agency sent a lot of people on golf
trips and then they put a click on their website to this golf shop
on the assumption that people would perhaps need some golfing
equipment.

In fact, the theory behind some models, like the Pea Pod model,
although the Pea Pod is primarily just in food, is you do exactly
that; you would come to the website and there would be what is
called an intelligent agent, and it would say, Mr. Miller, it is nice
you signed up to go to Pinehurst. By the way, I know a golf shop
that is having a special on clubs. Wouldn’t you like to go there?
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So you click over to that one and then you go to that site and
they say, well, we know a place that has the newest books about
golf. Wouldn’t you like to do that?

This isn’t all fantasy. This can be done today. The industry is
trying to figure out exactly how that works because, as Mr. Hanson
said correctly before, the early metrics were how many visitors do
you have? But now people are talking about things like sticky
websites, not just people coming to your website but actually stay-
ing, and then the ability to actually sell out the website and refer.

I don’t have an answer yet, because we are still finding our way
through it. So there is no simple answer, whether you are talking
to General Motors or whether you are talking to a small business.
We are all trying to figure out what it is that is going to separate
the wheat from the chaff. When we figure that out, obviously you
are going to have some separation of the successful business from
the unsuccessful.

The early theory, Mr. Forbes, was just get out there early, just
get out there early. But then the question——

Mr. FORBES. Which worked when there were not so many people
doing it, right?

Mr. MILLER. Exactly. And Amazon.com, clearly their market cap
today is a reflection of a belief among a lot of investors that that
works. But with Barnes & Noble out there, too, and a lot of others,
how long will that hold? I don’t know the answer. The answer is
the marketplace will determine that, and we just don’t know yet.

Mr. FORBES. Thank you.
Mr. Hanson, could you quickly just comment on the difficulties

or not, and maybe it is a little tougher for you since you have had
a little notoriety, about advertising and getting the word out about
your seafood business?

Mr. HANSON. Sure. Well, actually, I mean, I received attention
from Time Magazine because I came up number one on the search
engines, which is——

Mr. FORBES. That helps, too.
Mr. HANSON. Yes, absolutely. That is not easy to do. We have

several different types of strategies. One is we link up with other
websites that there is a synergy between the two. Number two, we
own eleven different Web addresses so we come up under seafood
now, but actually also come up under lobster on-line. We just basi-
cally buy up as many domain names as possible because there is
a huge secondary market now in domain names, and that also al-
lows us to come in and index higher on the search engine.

And then third, that the company that I work with, Global Store,
has eight people, and I feel bad for them. All they do is sit around
all day an do what is called ‘‘medicoding’’ and they go through and
they retype in these key search words into all of these different in-
dexes. It is very labor intensive. Some days we come in in the top
20. The next day I might come in all positions, 1 through 10, on
a search engine. But it is something they have to do every single
day. These are people that earn $40,000 a year each because they
are programmers and there are four of them working on it. I
couldn’t afford to do that myself or even hire these people, but
Global Store was able to do that because they have the resources.

Mr. FORBES. Thank you very much.
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Thank you, gentlemen, for being here. And thank you, Mr. Chair-
man.

Mr. MILLER. Mr. Chairman, just one more response to Mr.
Forbes. Every IT company that is in the e-commerce world, which
is virtually all of them, are doing as much as possible now to reach
out to small business. To some extent the big business world, it is
not saturated; they are constantly updating and learning new
things, but if you look at IBM, Microsoft, Oracle, AOL, NetScape,
you talk about any of them, in terms of what they are doing right
now, they are doing everything possible to reach out to the small
businesses because they see, as Mr. Hill pointed out earlier, while
it is impressive that 41 percent of small businesses now have a
website, that is 10 million businesses, something like that. If you
assume there are 23 million, that still means there are 12 or 13
million that don’t have a website.

So in terms of where you go to try to sell your product and serv-
ice, the opportunities to sell a service to Ford, Ford already has
websites and Web designers, et cetera. The opportunity to sell to
the other 20 lobster people in Maine, or 40 or 50, is really where
you are going to want to go.

Chairman TALENT. Mr. Thune wanted to ask a question or two
or just to make a comment.

Mr. THUNE. Well, Mr. Chairman, I think probably every question
that could be asked has been asked. I appreciate very much,
though, your holding this hearing. I think this is an incredibly im-
portant subject and one with which we are going to have to grapple
in the days ahead. I appreciate the fact that you have allowed our
Committee to begin examination of what I think is a very impor-
tant issue.

Some of you have probably seen, and maybe you made reference
to it already, last week’s Wall Street Journal story about stock
transactions that are now conducted electronically and how we are
going to at some point probably end up with a 24-hour market be-
cause there are so many companies out there that are making that
service available.

It just points again to the dramatic changes that this is making
in the way that we do business. I think for my state of South Da-
kota it presents enormous opportunities. We have traditionally
been isolated by distance, and I think it is just incredible, in terms
of if we are willing to make the investment that is necessary to
have everybody wired and ready to go.

So on the other side of it, I think it also presents some enormous
challenges. The South Dakota Retailer Association was in my office
yesterday to talk about the question of equity and how we figure
the tax burden in terms of Maine Street business versus Internet
and catalog businesses in a lot of the States. Our State is a sales
tax State, and the competitive disadvantage that they are under
relative to those that are doing business either through catalog
sales or the Internet, and that has been an issue that has been vis-
ited here before, and I am sure will be again, but I think this is
going to amplify in a bigger way this issue and how we address
State and local government’s needs to collect revenue, and address
the equity argument as well with our retailers on Main Street.
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So it is going to be a big subject, and I think as this thing con-
tinues to grow and the opportunities are out there, I hope that we,
in particularly rural America, can take advantage of those, but I
think at the same time we are going to have to figure out how best
we accommodate that growth in a way that protects and respects
the rights of States and local governments to collect revenues, as
well as respects the rights of Main Street businesses.

So thank you for holding the hearing, and I look forward to fur-
ther discussions on this subject.

Chairman TALENT. I thank the gentleman for his comments and
I think they are probably as good a summation on the hearing as
I could make. So I will thank the witnesses for your indulgence and
adjourn the hearing.

[Whereupon, at 1:00 p.m., the Committee was adjourned.]
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